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SECURITIES ACT OF 1933 
Release No. 5828/May 23, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13564 


ACCOUNTING SERIES RELEASE 
Release No. 218 


Quarterly Reporting Requirements for Life Insurance 
Companies 


AGENCY: Securities and Exchange Commission. 
ACTION: Final Amendments of Rules. 

SUMMARY: These amendments correct errors in the 
text of amendments of rules adopted in Accounting 
Series Release No. 197. In addition, they prescribe 


requirements for the interim financial information to be 
presented in notes to financial statements by foreign 
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private issuers which file Form 6-K rather than Form 
10-Q. 


EFFECTIVE DATE: Effective for reports filed for interim 


periods in fiscal years beginning after December 25, 
1976. 


FOR FURTHER INFORMATION CONTACT: Edward R. 
Cheramy, Office of the Chief Accountant, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549, (202) 376-8020. 


SUPPLEMENTARY INFORMATION: On February 28, 
1977, the Commission issued Securities Exchange Act 
Release No. 13309 [42 FR 13122] which proposed to 
correct errors in previously published amendments of 
rules and prescribed requirements for the interim 
financial information to be presented in notes to 
financial statements by certain foreign private issuers. 
(This release was corrected by a notice of correction 
appearing at 42 FR 15072.) 


The Commission considered the comments received 
and has determined to adopt the amendments of the 
rules as proposed. 


BACKGROUND 


On September 20, 1976 the Commission issued 
Accounting Series Release No. 197 [41 FR 42645] 
adopting amendments of rules to require increased 
disclosure of interim financial data by life insurance 
companies and related holding companies. 


Subsequent to publication of the release three errors 
were noted in the text of the amendments adopted. 
This release corrects those errors. In addition, a 
technical amendment relating to foreign private issuers 
which file Form 6-K [17 CFR 249.306] rather than Form 
10-O [17 CFR 249.308a] is also adopted. 


The first correction is in Regulation S-X, Rule 3-16 [17 
CFR 210.3-16] in which the reference in paragraph 
(t)(1)(i)(C)(v)(a) to subsection (d) is changed to 
subsection (iv). 


The other changes relate to the exemptions from the 
requirements to file quarterly reports on Form 10-Q in 
Rules 13a-13 and 15d-13 under the Securities Exchange 
Act of 1934 [17 CFR 240.13a-13 and 240.15d-13]. The 
Commission's intention when issuing ASR 197 was to 
require ‘actively traded”’ life insurance companies and 
related holding companies to begin filing Form 10-Q in 
1977 and other life insurers in 1978 (with a 
reconsideration of these less actively traded companies 
by September 30, 1977). ‘‘Actively traded’ for these 
purposes was to include those “‘listed’’ life insurance 
companies (with securities registered under Section 
12(b) of the Securities Exchange Act of 1934) and those 
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companies whose shares are traded over-the-counter 
which meet the specific criteria of Rule 3-16(t) [17 CFR 
210.3-16]. An error was made in drafting the exemptive 
language of Rules 13a-13 and 15d-13 [17 CFR 
240.13a-13 and 15d-13]. As previously written these 
rules could have been interpreted to not require the 
filing of Form 10-Q by !ife insurance companies and 
holding companies having only life insurance sub- 
sidiaries which are listed on a national exchange (i.e., 
Section 12(b) securities). This interpretation was not 
the Commission’s intent. 


Because the impact of these corrections is limited to 
only a few companies, and because the Commission's 
intent to require life insurance companies and their 
related holding companies whose securities are 
registered under Section 12(b) of the Securities 
Exchange Act of 1934 (i.e., listed on a_ national 
exchange) to file Form 10-Q’s beginning in 1977 was 
previously expressed in ASR 197, the Commission is not 
changing the effective date of the requirements of Rules 
13a-13 and 15d-13 [17 CFR 240.13a-13 and 15d-13]. As 
previously published the requirements of these rules 
regarding life insurance companies and related holding 
companies are effective for reports filed for quarterly 
periods in fiscal years beginning after December 25, 
1976. 


Technical Amendment 


The impact of the disclosure requirements of Rule 
3-16(t) of Regulation S-X [17 CFR 210.3-16] on certain 
foreign private issuers was unforeseen at the time of its 
adoption. 


Rule 15d-13 [17 CFR 240.15d-13] provides for an 
exemption from Form 10-Q reporting for registrants 
subject to the reporting requirements of Form 6-K. Rule 
15d-16 [17 CFR 240.15d-16] governs the applicability of 
Form 6-K and requires reporting thereon by ‘‘every 
foreign private issuer,’”” with several enumerated 
exceptions. Form 6-K calls for reporting to the 
Commission on a current basis of certain information, 
Including interim financial information, which has been 
made public pursuant to foreign law, filed with a foreign 
stock exchange, or distributed to the security holders. 
Thus, foreign registrants, with a few limited exceptions, 
are not required to report interim financial information 
on Form 10-Q, nor on Form 6-K unless the information 
has otherwise been compiled and made available to the 
specific parties. 


The Commission believes that to require certain foreign 
private issuers (i.e., those that file on Form 6-K) to 
provide data pursuant to Rule 3-16(t)[17 CFR 210.3-16] 
that they do not otherwise provide would be 
inconsistent with the present requirements of Form 6-K 
and possibly could create an unreasonable reporting 
burden on such issuers. An amendment to the rule, by 








addition of new paragraph (t)(6), is therefore adopted to 
exempt foreign registrants from the application of that 
rule, except to the extent that the information called for 
in the rule has been furnished the Commission. Thus 
amended, the rule will require disclosure in the annual 
reports of foreign registrants of interim financial 
information required to be reported to the Commission 
on Form 6-K. The content of the disclosures will 
conform to the extent practicable with the existing 
requirements of paragraphs (1) through (4) of Rule 
3-16(t). 


TEXT OF AMENDMENTS 
Commission Action: 


The Commission hereby adopts amendments to 
§210.3-16 and 88240.13a-13 and 15d-13, Title 17, 
Chapter II, Code of Federal Regulations, as given 
below. 


1. In part 210 (Regulation S-X), 8210.3-16 is amended 
by changing the reference to (d) in paragraph 
(t)(1)(i)(C)(v)(a) to (/v) and adding a new paragraph 
(t)(6) as follows: 


§210.3-16 General notes to financial statements (See 
Release No. AS-4) 


* * * * * 
es ** 


(6) Paragraphs (t)(1) through (t)(4) of this section shall 
not apply to a foreign private issuer not required to 
report quarterly financial information on Form 10-0 
[8249.308a of this chapter], provided, however, that a 
foreign registrant which reports or is required to report 
interim financial information on Form 6-K ]8249.306 of 
this chapter] shall disclose such data in the manner 
provided in paragraphs (t)(1) through (t)(4) with respect 
to the financial information reported on Form 6-K. 


2. In Part 240, 8240.13a-13 and 8240.15d-13 are 


amended by revising paragraphs (c)(1) thereof to read 
as follows: 


§240.13a-13 Quarterly reports on Form 10-Q (8249.308a 
of this chapter). 


* * * * * 


ae? 


(1) Life insurance companies and holding companies 
having only life insurance subsidiaries for quarters in 
fiscal years ending on or before December 25, 1978, if 
they do not meet the tests specified in paragraph 
(t)(1)(i) of §210.3-16; or 


* * * * * 


§240.15d-13 Quarterly reports on Form 10-O (8249.308a 
of this chapter) 


* * * * 
nm 


(1) Life insurance companies and holding companies 
having only life insurance subsidiaries for quarters in 
fiscal years ending on or before December 25, 1978, if 
they do not meet the tests specified in paragraph (t)(1) 
(i) of 8210.3-16; or 


* * * * * 


These amendments are adopted pursuant to authority 
in Sections 12, 13, 15(d) and 23(a) [15 U.S.C. 78/, 
780(d) and 78w] of the Securities Exchange Act of 
1934. Pursuant to Section 23(a) of the Exchange Act, 
the Commission has considered the effect that the 
amendments would have on competition and has 
concluded that, to the extent the amendments impose 
burdens on competition, such burdens are necessary 
and appropriate in furtherance of the purpose of the 
securities laws. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


May 23, 1977 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13554/May 20, 1977 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
1150 Connecticut Ave., N.W., Suite 507 
Washington, D.C. 20036 


(SR-MSRB-77-4) 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MUNICIPAL SECURITIES RULEMAKING BOARD 
AND ORDER APPROVING PROPOSED RULE 
CHANGE 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the ‘‘Act’’), as 
amended by Pub. L. No. 94-29, §16 (June 4, 1975) 
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notice is hereby given that on May 11, 1977, the 
Municipal Securities Rulemaking Board (‘the MSRB”’) 
filed with the Commission copies of a proposed rule 
change. The proposed rule change would defer the 
effective date of subparagraphs (a)(xi)(G) and (a)(xi)(K) 
of Rule G-8 until September 1, 1977. 


Publication of notice of the proposed rule change is 
expected to be made in the Federa//Register during the 
week of May 23, 1977. Interested persons are invited to 
submit written data, views and arguments concerning 
the proposed rule change within 30 days of publication 
of the submission in the Federal Register. Persons 
desiring to make written submissions should file six 
copies thereof with the Secretary of Commissicn, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSRB-77-4. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the above 
mentioned self-regulatory organization. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to the 
MSRB and, in particular, the requirements of Section 
15B and the rules and regulations thereunder. 


Further, the Commission finds good cause for 
approving the proposed rule change prior to the thirtieth 
day after the date of publication of notice of filing 
thereof. The Commission finds that deferral of the 
effective date of these subparagraphs will facilitate the 
consideration of substantive amendments to these 
provisions. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13555/May 20, 1977 


In the Matter of 
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A. H. SPEER CO. 
(8-19817) 


ANDREW H. SPEER 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In this broker-dealer proceeding under the Securities 
Exchange Act of 1934, A. H. Speer Co. (Registrant) 
failed to answer the Order that instituted these 
proceedings and, therefore, is in default.’ 


On the basis of that Order, it is found that: 


1. Registrant wilfully violated Sections 5(a) and 5(c) of 
the Securities Act of 1933; 


2. Registrant wilfully violated Section 17(a) of the 
Securities Act of 1933; 


3. Registrant wilfully vioiated Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder; 


4. Registrant wilfully violated Section 15(c) of the 
Securities Exchange Act of 1934 and Rule 15c3-1 and 
Rule 15c3-3 thereunder; 


5. Registrant wilfully violated Section 17(a) of the 
Securities Exchange Act of 1934 and Rule 17a-3 
thereunder; 


6. Registrant wilfully violated Section 306(a) of the 
Trust Indenture Act of 1939; 


7. Registrant wilfully violated Section 306(c) of the 
Trust Indenture Act of 1939; 


8. An Order of Permanent Injunction by Consent was 
entered against Registrant for violations of Sections 
5(a), 5(c) and 17(a) of the Securities Act of 1933, and 
Sections 10(b), 15(c) and 17(a) of the Securities 
Exchange Act of 1934 and Rules 10b-5, 15c3-1, 15c3-3 
and 17a-3 thereunder, and Sections 306(a) and 306(c) 
of the Trust Indenture Act of 1939. 


In view of the foregoing, it is in the public interest to 
revoke Registrant’s broker-dealer registration. 


Accordingly, IT IS ORDERED that the registration as a 
broker and dealer of A. H. Speer Co. be, and it hereby 
is, revoked. 





'Rule 7(e) of the Commission’s Rules of Practice 
provides that the allegations in the Order may be 
deemed true as to a defaulting respondent. 





For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13556/May 20, 1977 


Administrative Proceeding File No. 3-5153 

In the Matter of 

ARWOCD CORPORATION 

APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until June 6, 1977 to 
request a hearing on an application by Arwood 
Corporation (“Applicant”), pursuant to Section 12(h) of 
the Securities Exchange Act of 1934, for an order 
exempting the Applicant from the provisions of Section 
15(d) of that Act, insofar as such provisions would 
require the Applicant to file reports on Form 10-Q for 
the fiscal quarters ended June 30 and September 30, 
1976 and Form 10-K for the fiscal year ended December 
31, 1976. 


On April 29, 1976, the Applicant became a wholly- 
owned subsidiary of Interlake, Inc. through the merger 
of an Interlake subsidiary into the Applicant. The 
Applicant’s only publicly held securities are Conver- 
tible Debentures which are held of record by about 213 
persons. There is no significant trading activity in the 
Applicant’s debentures. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13557/May 20, 1977 


Administrative Proceeding File No. 3-5157 
In the Matter of 


ITEL COMPUTER DIMENSIONS, INC. 
(81-253) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has issued 
an order granting the application of lItel Computer 


@rr> Inc., a Delaware corporation (formerly 


known as Computer Dimensions, Inc.), for an 
exemption from the reporting requirements of Section 
15(d) of the Securities Exchange Act of 1934. It appears 
to the Commission that the requested exemption is not 
inconsistent with the public interest or the protection 
of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13558/May 20, 1977 


Administrative Proceeding File No. 3-5166 
In the Matter of 
SHERWOOD MEDICAL INDUSTRIES INC. 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued 
an order granting the application of new Sherwood 
Medical Industries Inc. (“Applicant”), as successor by 
merger to Sherwood Medical Industries Inc. (“Sher- 
wood”), pursuant to Section 12(h) of the Securities 
Exchange Act of 1934, as amended, for an order 
exempting the Applicant from filing with respect to 
Sherwood an annual report on Form 10-K for the year 
ended December 31, 1976, required to be filed pursuant 
to Section 15(d) of that Act. 


It appears to the Commission that the requested 
exemption is not inconsistent with the public interest 
and the protection of investors in view of the facts that 
Sherwood no longer exists as a corporation and there 
is no trading in its securities, and thorough disclosure 
of its business and financial position was included in 
the proxy materials distributed in connection with the 
merger of Sherwood into Applicant. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13559/May 20, 1977 


File No. SR-Amex-77-8 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


The American Stock Exchange, Inc. (“Amex”) submit- 
ted on April 28, 1977 a proposed rule change under 
Rule 19b-4 to amend the Amex option rules to 
accommodate the trading of put and call options on 
certain debt securities. 
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Publication of the submission is expected to be made 
in the Federal Register during the week of May 23, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 


institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 30 
days from the date of publication in the Federal 
Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-Amex-77-8. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13560/May 20, 1977 


File No. SR-NASD-77-2 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


The National Association of Securities Dealers, Inc. 
(“NASD”) submitted on May 17, 1977 a proposed rule 
change under Rule 19b-4 consisting of amendment 
number four to File No. SR-NASD-77-2 which was 
previously published for comment in Securities 
Exchange Act Release No. 34-13230 on February 1, 
1977 (42 Fed. Reg. 8244, February 9, 1977). The 
proposed amendment relates to options last sale 
reporting in connection with the NASD proposal to list 
Standardized options on the NASDAQ System. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 23, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
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and arguments concerning the submission within 30 
days from the date of publication in the Federal 
Register. Persons desiring to make written submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NASD-77-2. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13561/May 20, 1977 


File No. SR-PSE-77-11 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE INCORPORATED 


The Pacific Stock Exchange Incorporated (“PSE”) 
submitted on April 28, 1977 a proposed rule change 
under Rule 19b-4 to amend Section 5 of PSE Rule VI by 
establishing new maximum position limits for put and 
call options. 


Publication cf the submission is expected to be made 
in the Federal Register during the week of May 23, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 21 
days from the date of publication in the Federal 
Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-PSE-77-11. 


Copies of the submission and of all written comments 


will be available for inspection at the Securities @ 








Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13562/May 23, 1977 


File No. SR-MSE-77-12 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST STOCK EXCHANGE, INCORPORATED 


The Midwest Stock Exchange, Incorporated (“MSE”) 
submitted on April 27, 1977 a proposed rule change 
under Rule 19b-4 to permit an MSE market-maker to 
adjust his option quotations to reflect more accurately 
price changes in the underlying issue. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 23, 
1977. In order to assist the Commission in determining 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 30 
days from the date of publication in the Federal 
Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-MSE-77-12. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES Exchange Act of 1934 
Release No. 13563/May 23, 1977 
File No. SR-MSE-77-13 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST STOCK EXCHANGE, INCORPORATED 


The Midwest Stock Exchange, Incorporated (“MSE”) 
submitted on April 27, 1977 a proposed rule change 
under Rule 19b-4 to require that certain market orders 
be given priority over limit orders on the MSE Order 
Book Official’s Book to standardize opening rotation 
procedures. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 23, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 30 
days from the date of publication in the Federal 
Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-MSE-77-13. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13564/May 23, 1977 


See 


SECURITIES ACT OF 1933 
Release No. 5828/May 23, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13565/May 23, 1977 
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Uniform Net Capital Rule and Customer Protection 
Rule 


AGENCY: Securities and Exchange Commission. 
ACTION: Final rules and interpretations. 


SUMMARY: These amendments require brokers and 
dealers to reflect in their capital computations the 
exposure resulting from certain short security posi- 
tions, to enable net capital computations to take into 
account more completely the risks associated with 
transactions in options and to effect certain technical 
adjustments to these rules. 


The interpretations in this release relate to the 
definition of the term “bearer form” for purposes of 
Rule 15c3-1d and the treatment of the consolidated 
computation of net capital by affiliates and subsidiary 
corporations and are designed to resolve questions 
raised by the application of these provisions of the rule 
to specific factual situations. These amendments and 
interpretations arise from the Commission’s ungoing 
review of its financial responsibility requirements. 


DATES: EFFECTIVE DATE: July 15, 1977 


FOR FURTHER INFORMATION CONTACT: Daniel J. 
Piliero Il, Associate Director, Division of Market 
Regulation, Securities and Exchange Commission, 
Washington, D.C. 20549. (202-755-1390). 


SUPPLEMENTARY INFORMATION: The Securities and 
Exchange Commission announced today the adoption 
of certain amendments and interpretations to Rule 
15c3-1 [17 CFR 240.15c3-1] (“Rule 15c3-1”), the 
uniform net capital rule, and Rule 15c3-3 [17 CFR 
240.15c3-3] (“Rule 15c3-3”), the customer protection 
rule. The amendments are essentially those proposed 
in Securities Exchange Act Release No. 11969 (January 
2, 1976) [41 FR 5299 (Feb. 5, 1976)] (“Release No. 
11969”), modified in light of suggestions received in 
response to the Commission’s solicitation of public 
comment upon the proposals. The amendments, which 
become effective on July 15, 1977, are intended to 
require brokers and dealers to reflect in their capital 
computations the exposure resulting from certain short 
security positions, to enable net capital computations 
to take into account more completely the risks 
associated with transactions in options and to effect 
certain technical adjustments to Rules 15c3-1 and 
15c3-3. 


In addition, the Commission issued today certain 
interpretations of Rule 15c3-1 designed to resolve 
questions raised by the application of certain 
provisions of the rule to specific factual situations. 
These interpretations, set forth below, are made with 
respect to Rule 15c3-1c (“Appendix C’) and Rule 
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15c3-1d (“Appendix D”). Rule 15c3-1c sets forth the 
requirements which must be met to consolidate in a 
single net capital computation the assets and liabilities 
of affiliates in order to obtain the flow-through capital 
benefits for a parent broker or dealer. The interpreta- 
tion of Rule 15c3-1c concerns the general applicability 
of flow-through benefits, the minimum net capital 
requirement of the consolidated entity and the 
treatment under Rule 15c3-1(c)(2)(vi) and (f)(3) of 
consolidated security positions. The interpretation of 
Rule 15c3-1d clarifies the definition of “bearer form” as 
used therein with respect to securities collateralizing a 
secured demand note. The Commission believes that 
these interpretations are necessary and in the public 
interest to resolve questions raised by the application 
of these provisions of the rule to particular factual 
situations. 


Background 


Section 15(c)(3) of the Securities Exchange Act of 
1934 (“the Act”) requires the Commission to regulate 
brokers and dealers respecting, inter alia, the custody, 
carrying and use of customers’ funds and securities, 
and the maintenance of reserves against customers’ 
deposits or credit balances. In 1972,’ the Commission, 
acting under Section 15(c)(3), adopted Rule 15c3-3,? a 
customer protection rule. Rule 15c3-3 obliges brokers 
and dealers to obtain possession or control over fully 
paid or excess margin customers’ securities and, 
through the Formula for Determination of Reserve 
Requirements of Brokers and Dealers (“the Reserve 
Formula”) > requires brokers and dealers to maintain 
reserves with respect to customers’ funds and funds 
realized through the utilization of customers’ securi- 
ties. 


The Securities Acts Amendments of 1975 amended 
Section 15(c)(3)* to require the Commission to adopt 
minimum financial responsibility standards for all 
brokers and dealers. In response to this directive, the 
Commission adopted amendments to Rule 15c3-1 on 





‘Securities Exchange Act Release No. 9856 (Nov. 10, 
1972) (37 FR 25224 (Nov. 29, 1972)). 


2147 CFR §240.15c3-3 (1975). Rule15c3-3 was adopted 
pursuant to §15(c)(3) as it existed prior to the 
Securities Acts Amendments of 1975. See 15 U.S.C. 
§780(c)(3) (1970), as amended, 15 U.S.C. §780(c)(3) 
(Supp. V, 1975). 


3The Reserve Formula Constitutes Exhibit A to Rule 
15c3-3, 17 CFR §240.15c3-3a (1976). 


*Act of June 4, 1975, Pub. L. No. 94-29, §11(3), 89 Stat. 
126. 








June 26, 1975.° Rule 15c3-1 requires substantially all 
brokers and dealers to maintain specified levels of net 
capital computed in accordance with the rule’s 
provisions, which are intended to provide safeguards 
with respect to the financial responsibility of brokers 
and dealers. AS amended, Rule 15c3-1 preserves the 
traditional aggregate indebtedness concept and also 
provides an alternative capital requirement based on 
aggregate debit items in the Reserve Formula. 


The Commission has determined that amendments to 
Rule 15c3-1 and the Reserve Formula of Rule 15c3-3 are 
necessary and appropriate for the protection of 
investors. First, the recent experience of certain 
brokers and dealers demonstrates the desirability of 
reducing the exposure of customers’ funds and 
securities which arises when a broker or dealer 
regularly maintains for extended periods short security 
positions in fail to receive or stock loan accounts, as 
well as in special omnibus accounts established under 
section 4(b) of Regulation T of the Federal Reserve 
Board (12 CFR 220.4(b)) or otherwise. Accordingly, in 
Securities Exchange Act Release No. 11969 (Jan. 2, 
1976) (“Release No. 11969”) the Commission proposed 
amendments to Rule 15c3-1 and the Reserve Formula 
which effectively would require brokers and dealers to 
reflect such exposure in their computation of net 
capital or mark to the market these short positions.6 
Second, experience with .the rapidly developing 
options marketplace suggests the necessity of certain 
amendments to these rules to reflect more appropriate- 
ly the risks associated with transactions in options. 
Therefore, in Release No. 11969 the Commission 
proposed to raise to fifty percent the deduction on long 
positions in listed options not offset by a short 
position in securities,’ and to require recognition in the 
Reserve Formula of certain methods of financing 
brokers’ and dealers’ margin requirements at the 
clearing corporation level.® Finally, the need for certain 
other amendments to Rule 15c3-1 and the Reserve 
Formula became apparent during efforts on the part of 
the Commission and self-regulatory organizations to 


assist brokers and dealers in understanding and 
implementing Rule 15c3-1. The Commission’s re- 
sponse to this need consisted of proposed amend- 
ments to Rule 15c3-1(b)(2),9 the alternative financial 
responsibility standard for floor brokers, as well as 
proposed amendments to the undue concentration 
provisions of Rule 15c3-1(c)(2)(vi)(M) 9 (f)(3)(iii)® 
and proposed amendments constituting 
Clarifications of certain other provisions of Rule 
15¢3-1." 


Generally, public comment concerning these pro- 
posals has been favorable. The Commission has 
determined that it is appropriate to adopt the 
amendments to Rule 15c3-1 and the Reserve Formula 
of Rule 15c3-3 in substantially the form proposed in 
Release No. 11969. However, several thoughtful 
comments received from the public did suggest the 
advisability of certain changes to these proposed 
amendments. Additionally, later amendments to Rule 
15c3-1 have rendered obsolete certain of the proposals 
announced in Release No. 11969, necessitating their 
withdrawal at this time. 


The modifications to the amendments proposed in 
Release No. 11969 may be summarized as follows: 


1) The Commission has determined not to adopt the 
amendment to Rule 15c3-1(c)(13) proposed in Release 
No. 11969. In its original form, Rule 15c3-1(c)(13) 
provided that, for purposes of the deductions from net 
worth specified in Rule 15c3-1(c)(2)(x) relative to 
certain positions in listed options, equity shall be 
computed by adding the credit balance in an options 
specialist's account to the current market value of the 
long positions in the account, and deducting the debit 
balance and the current market value of the short 
positions in the account. In Release No. 11969, the 
Caemmission proposed an amendment to this provision 
to clarify that all securities position (including options 
positions) in such an account must be haircut pursuant 
to Rule 15c3-1(c)(2)(vi), (c)(2)(x), or Appendix A to the 





5Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795 (July 16, 1976). 


6Securities Exchange Act Release No. 11969 (Jan. 2, 
1976), 41 FR 5299, 5300 (Feb. 5, 1976). 


"Id. at 11, 41 FR at 5302. 


Sid. at 12-15, 41 FR at 5300. Since the issuance of 
Release No. 11969, the Commission has adopted 
additional amendments to Rule 15c3-1 which are 
intended to enable net capital computations to reflect 
more directly the credit and market risks assumed by 
brokers and dealers who clear, guarantee, or endorse 


transactions by specialists in listed options. Securities 
Exchange Act Release No. 12766 (Sept. 2, 1976), 41 FR 
39014 (Sept. 14, 1976) and letters from the Division ‘of 
Market Regulation to the various options exchanges 
March 28, 1977 and April 8, 1977. See note 13 infra and 
accompanying test. 


*Release No. 11969, supra note 6, at 7-8, 41 FR at 5300. 
"ld. at 8-10, 41 FR at 5300. 
"Id. at 10, 41 FR at 5301 (adjustment to net worth for 


indebtedness collateralized by exempted securities); 
id. at 10-11, 41 FR at 5301 (definition of “equity”). 


SEC DOCKET/465 





rule, aS appropriate.'"* Subsequently, the Commis- 
sion adopted amendments to Rule 15c3-1(c)(2)(x) 
which incorporated a definition of “equity” into Rule 
15c3-1(c)(2)(x) and deleted Rule 15c3-1(c)(13) thereby 
rendering the proposed amendment to Rule 15c3-1(c) 
(13) unnecessary. 


2) With respect to the amendments to the Reserve 
Formula (Rule 15c3-3a) proposed in Release No. 
11969, interested members of the public suggested two 
modifications which the Commission has determined 
are appropriate for the protection of investors. First, 
the amount of restricted letters of credit obtained by a 
clearing member of Options Clearing Corp. (“OCC”) 
and collateralized by customers’ securities will be 
includable as a credit item only to the extent 
of the member’s OCC margin requirement. Second, the 
amount of margin deposited with OCC and represented 
by a restricted letter of credit collateralized by 
customers’ securities will be includable as a debit item 
even though the customers’ securities are margin 
securities. Also we have further clarified Note A with 
respect to an overdraft in any account balance of a 
broker or dealer. 


In all other respects, the Commission has determined 
to adopt in their original form the amendments to Rule 
15c3-1 and the Reserve Formula proposed in Release 
No. 11969. THe full text of the amendments to these 
rules adopted herein is set forth below. 


Statutory Basis, 
Effective Date 


Competitive Considerations and 


The amendments and interpretations set forth below 
with respect to sections 240.15c3-1 and 240.15c3-3 in 
Part 240 of Chapter II of Title 17 of the Code of Federal 
Regulations, are adopted, effective July 15, 1977, 
pursuant to the Securities Exchange Act of 1934 and 
particularly Sections 15(c)(3) and 23(a) thereof, 15 
U.S.C. §§ 780(c)(3), w(a). The Commission finds that 
any burden imposed upon competition by the proposed 
amendments is necessary and appropriate in further- 
ance of the purposes of the Act, and particularly to 
implement the Commission’s continuing mandate 
under Section 15(c)(3) thereof, 15 U.S.C. §780(c)(3), to 
provide minimum safeguards with respect to the 
financial responsibility of brokers and dealers. 


Interpretations of Rule 15c3-1 





"Release No. 11969 at 10-11, 41 FR at 5301. 


'3As proposed, the value of the face amount of the 
letter of credit might have been considered as 
includable. 
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The Commission has determined to issue the following 
interpretations to Rle 15c3-1: 


A. §240.15c3-1c Consolidated Computations of Net 
Capital and Aggregate Indebtedness for Certain 
Subsidiaries and Affiliates (Appendix C to 17 CFR 
240.15c3-1). 


Appendix C (17 CFR 240.15c3-1c) to Rule 15c3-1 sets 
forth the requirements which must be met to 
consolidate in a single net capital computation the 
assets and liabilities of subsidiaries and affiliates in 
order to obtain flow-through capital benefits for a 
parent broker or dealer. 


Pargraph (b)(2) of Appendix C provides that a broker or 
dealer may claim flow-through capital benefits only if it 
possesses majority ownership and control over its 
consolidated subsidiary or affiliate, and there exists a 
satisfactory opinion of counsel essentially stating that 
at least the portion of the subsidiary’s or affiliate’s net 
asset values related to the parent’s ownership interest 
therein may be distributed to the parent (or its SIPC 


trustee) within thirty days, at the instance of the 
distributee. 


The Division of Market Regulation has received 
inquiries from certain interested members of the public 
raising questions of general applicability concerning 
flow-through benefits, the minimum net capital 
requirement of the consolidated entity, and the 
treatment under Rule 15c3-1(c)(2)(vi) and (f)(3) of con- 
solidated securities positions. The following interpre- 
tations are intended to respond to these inquiries. 


(a) Flow-Through Capital Benefits 


A subsidiary or affiliate broker or dealer included 
within a consolidated computation pursuant to 
Appendix C must comply, in its own right, with all 
applicable provisions of Rule 15c13-1 as if the con- 
solidation did not exist. For purposes of its 
computations under the rule, the consolidated sub- 
sidiary or affiliate may not derive from such consoli- 
dation, directly or indirectly, any decrease in its aggre- 
gate indebtedness, increase in its net capital, or 
decrease in its required minimum net capital. 


(b) Minimum Net Capital Requirement of the 
Consolidated Entity 


(1) The minimum dollar net capital requirement of the 
consolidated entity is determined by adding the 
amount of net capital required for compliance by each 
consolidated subsidiary subject to Rule 15c3-1 to the 
minimum dollar net capital requirement of the parent 
broker or dealer. 


(2) If the parent computes its capital requirement 4 





under the alternative net capital requirement set forth 
in Rule 15c3-1(f), the net capital of the consolidated 
entity must equal at least the greater of the minimum 
dollar net capital requirement described in (1) above or 
4 percent of the combined aggregate Reserve Formula 
debit items. 


(3) If the parent computes capital under the aggregate 
indebtedness method set forth in Rule 15c3-1(a), the 
net capital of the consolidated entity must equal at 
least the minimum dollar net capital requirement 
described in (1) above and, in addition, the aggregate 
indebtedness of the consolidated entity may not 
exceed 1500 percent of the net capital of the 
consolidated entity. 


(c) Deductions on Consolidated Security Positions 


For purposes of computing the net capital of the 
consolidated entity, the parent corporation shall apply 
the deductions set forth in Rule 15c3-1(c)(2)(vi), (f)(3) 
and Appendix A to all the securities held by the parent 
and by the subsidiary or affiliate as if all such positions 
were the positions of the parent. Therefore, deductions 
applicable to the consolidated positions are those 
required by the parent’s method of computing capital 
under Rule 15c3-1. 


B. § 240.15c3-1d Satisfactory Subordination Agree- 
ments (Appendix D to 17 CFR 240.15c3-1). 


Rule 15c3-1d (c)(4) provides that all securities col- 
lateralizing a secured demand note must be in bearer 
form, or registered in the name of the borrowing broker 
or dealer, or his nominee or custodian. The 
Commission wishes to clarify that this term, as used in 
Rule 15c3-1d(c)(4), possesses no specialized defini- 
tion; a security is in bearer form for purposes of 
Appendix D when it runs to bearer according to its 
terms and not by reason of any endorsement.” 


Text of Amendments 
Accordingly, 17 CFR Part 240.is amended as follows: 


§240.15c3-1 Net capital requirements for brokers or 
dealers. 


(b) * * * 
(2) A member in good standing of a _ national 


securities exchange who acts as a floor broker (and 
whose activities do not require compliance with other 





'4accord, Uniform Commercial Code §8-102(a)(d). See 
also id. §8-310, Comment 1. 


provisions of this rule), may elect to comply, in lieu of 
the other provisions of this section, with the following 
financial responsibility standard: the value of the 
exchange membership of the member (based on the 
lesser of the most recent sale price or current bid price 
for an exchange membership) is not less than $15,000, 
or an amount equal to the excess of $15,000 over the 
value of the exchange membership is held by an 
independent agent in escrow; provided that the rules of 
such exchange require that the proceeds from the sale 
of the exchange membership of the member and the 
amount held in escrow pursuant to this paragraph shall 
be subject to the prior claims of the exchange and its 
clearing corporation and those arising directly from the 
closing out of contracts entered into on the floor of 
such exchanges. 


(c) * * * 
(2) * * * 
(iv) * * * 


(B) Certain Unsecured and Partly Secured Receiv- 
ables. All unsecured advances and loans; deficits in 
customers’ and non-customers’ unsecured and partly 
secured notes; deficits in special omnibus accounts 
maintained in compliance with the requirements of 12 
CFR 220.4(b) of Regulation T under the Securities 
Exchange Act of 1934, or similar accounts carried on 
behalf of another broker or dealer, after application of 
calls for margin, marks to the market or other required 
deposits which are outstanding 5 business days or 
less; deficits in customers’ and non-customers’ 
unsecured and partly secured accounts after applica- 
tion of calls for margin, marks to the market or other 
required deposits which are outstanding 5 business 
days or less, except deficits in cash accounts as 
defined in 12 CFR 220.4(c) of Regulation T under the 
Securities Exchange Act of 1934 for which not more 
than one extension respecting a specified securities 
transaction has been requested and granted, and 
deducting for securities carried in any of such 
accounts the percentages specified in subparagraphs 
(c)(2)(vi) or (f) of this section or Appendix (A) (17 CFR 
240.15c3-1a); the market value of stock loaned in 
excess of the value of any collateral received therefor; 
receivables arising out of free shipments of securities 
(other than mutual fund redemptions) in excess of 
$5,000 per shipment and all free shipments (including 
mutual fund redemptions) outstanding more than 7 
business days; any collateral deficiencies in secured 
demand notes as defined in Appendix (D) (17 CFR 
240.15c3-1d); 
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(E) Other Deductions. All other unsecured receiv- 
ables; all assets doubtful of collection less any 
reserves established therefor; the amount by which the 
market value of securities failed to receive outstanding 
longer than thirty (30) calendar days exceeds the 
contract value of such fails to receive, and the funds on 
deposit in a “segregated trust account” in accordance 
with 17 CFR 270.27d-1 under the Investment Company 
Act of 1940, but only to the extent that the amount on 
deposit in such segregated trust account exceeds the 
amount of liability reserves established and maintained 
for refunds of charges required by Sections 27(d) and 
27(f) of the Investment Company Act of 1940; Provided, 
that any amount deposited in the “Special Reserve 
Bank Account for the Exclusive Benefit of Customers” 
established pursuant to 17 CFR 240.15c3-3 and 
clearing deposits shall not be so deducted. 


* * * * * 


(vi) * * * 


(M) Undue Concentration. |In the case of money 
market instruments or securities of a single class or 
series of an issuer, including any option written, 
endorsed or held to purchase or sell securities of such 
a single class or series of an issuer (other than 
“exempted securities” and redeemable securities of an 
investment company registered pursuant to the 
Investment Company Act of 1940), which are long or 
short in the proprietary or other accounts of a broker or 
dealer, including securities which are collateral to 
secured demand notes defined in Appendix (D) (17 
CFR 240.15c3-1d), for more than 11 business days and 
which have a market value of more than 10 percent of 
the “net capital” of a broker or dealer before the 
application of subparagraph (c)(2)(vi) or Appendix (A) 
(17 CFR 240.15c3-1a), there shall be an additional 
deduction from net worth and/or the Collateral Value 
for securities collateralizing a secured demand note 
defined in Appendix (D) (17 CFR 240.15c3-1d}, equal to 
50 percent of the percentage deduction otherwise 
provided by this subparagraph (c)(2)(vi) or Appendix 
(A) (17 CFR 240.15c3-1a), on that portion of the 
securities position in excess of 10% of the “net 
capital’ of the broker or dealer before the application of 
subparagraph (c)(2)(vi) and Appendix (A) (17 CFR 
240.15c3-1a). This provision shall apply notwithstand- 
ing any long or short position exemption provided for 
in subdivision (I) or (J) of this subparagraph (except for 
long or short position exemptions arising out of the 
first proviso to subdivision (c)(2)(vi)(J)) and the 
deduction on any such exempted position shall be 15% 
of that portion of the securities position in excess of 
10% of net capital before the application of 
subparagraph (c)(2)(vi) and Appendix (A) (17 CFR 
240.15c3-1a). Provided, that such additional deduction 
shall be applied in the case of equity securities only on 
the market value in excess of $10,000 or the market 
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value of 500 shares, whichever is greater, or $25,000 in 
the case of a debt security. Provided, further, that any 
specialist which is subject to a deduction required by 
this subdivision (M), respecting his specialty stock, 
who can demonstrate to the satisfaction of the 
Examinig Authority for such broker or dealer that there 
is sufficient liquidity for such specialists’ specialty 
stock and that such deduction need not be applied in 
the public interest for the protection of investors, may 
upon a proper showing to such Examining Authority 
have such undue concentration deduction appro- 
priately decreased, but in no case shall the deduction 
prescribed in subdivision (J) above be reduced. Each 
such Examining Authority shall make and preserve for 
a period of not less than 3 years a record of each 
application granted pursuant to this subdivision, which 
shall contain a summary of the justification for the 
granting of the application. Provided, further, that until 
August 1, 1977, this paragraph shall not apply to 
municipal securities. 


* * * * * 


(xii) Deduction From Net Worth for Certain Under- 
margined Accounts. Deducting the amount of cash 
requiréd in each customer’s or non-customer’s account 
to meet the maintenance margin requirements of the 
Examining Authority for the broker or dealer, after 
application of calls for margin, marks to the market or 
other required deposits which are outstanding 5 
business days or less. 


(xiii) Deduction From Net Worth for Indebtedness 
Collateralized by Exempted Securities. Deducting, at 
the option of the broker or dealer, in lieu of including 
such amounts in aggregate indebtedness, 4 percent 
of the amount of any indebtedness secured by 
exempted securities or municipal securities if such 
indebtedness would otherwise be includable in 
aggregate indebtedness. 


* * * * * 


(it 
(Sy est = 


(iii) Undue Concentrations. In the case of money 
market instruments, or securities of a single class or 
series of an issuer, including any option written, 
endorsed or held to purchase or sell securities of such 
a single class or series of an issuer (other than 
“exempted securities” and redeemable securities of an 
investment company registered pursuant to the 
Investment Company Act of 1940), and securities 
underwritten (in which case the deduction provided for 
herein shall be applied after 11 business days) which 
are long or short in the proprietary or other accounts of 
a broker or dealer, including securities which are 





collateral to secured demand notes defined in 
Appendix (D) (17 CFR 240.15c3-1d), and which have a 
market value of more than 10 percent of the “net 
capital” of a broker or dealer before the application of 
subparagraphs (c)(2)(vi), (f)(3) or Appendix (A) (17 CFR 
240.15c3-1a) there shall be an additional deduction 
from net worth and/or the Collateral Value of securities 
collateralizing a secured demand note defined in 
Appendix (D) (17 CFR 240.15c3-1d), equal to 50 percent 
of the percentage deduction otherwise provided by this 
section or Appendix (A) (17 CFR 240.15c3-1a) (in the 
case of securities described in subparagraph (f)(3)(i) 
which receive a 30% deduction or securities described 
in subparagraph (f)(3)(ii) the deduction required by this 
subdivision (f)(3)(ii) shall be 15%) on that portion of 
the securities position in excess of 10 percent of the 
“net capital” of the broker or dealer before the 
application of subparagraphs (c)(2)(vi), (f)(3)(i) and (ii) 
and Appendix (A) (17 CFR 240.15c3-1a). This provision 
shall apply notwithstanding any long or short position 
exemption provided for in subparagraphs (c)(2)(vi)(l) or 
(f)(3)(ii) (except for a long or short position exemption 
arising out of the first proviso to subparagraph 
(f)(3)(ii)) and the deduction on any such exemption 
position shall be 15% of that portion of the position in 
excess of 10% of net capital before the application of 
subparagraph (c)(2)(vi), subparagraphs (f)(3)(i) and (ii) 
and Appendix (A) (17 CFR 240.15c3-1a). Provided, that 
such additional deductions shall be applied in the case 
of equity securities only on the market value in excess 
of $10,000 or the market value of 500 shares, whichever 
is greater, or $25,000 in the case of a debt security. 
Provided further, that any specialist who is subject toa 
deduction required by this subdivision § (f)(3)(iii) 
respecting his specialty stock, who can demonstrate to 
the satisfaction of the Examining Authority for such 
broker or dealer that there is sufficient liquidity for 
such specialist's specialty stock and that such 
deduction need not be applied in the public interest for 
the protection of investors may on a proper showing to 
such Examining Authority have such undue concentra- 
tion deduction appropriately decreased but in no case 
shall the deduction prescribed in subdivision (f)(3)(ii) 
above be reduced. Each such Examining Authority 
shall make and preserve for a period of not less than 3 
years a record of each application granted pursuant to 
this subdivision, which shall contain a summary of the 
justification for the granting of the application. 
Provided further, That until August 1, 1977, this 
paragraph shall not apply to municipal securities. 


§240.15c-1a Options (Appendix A to 17 CFR 240.15c3- 
Like 


(0) aie 


* * *. * 


(8) Listed Options. Where a broker or dealer is long 
listed options and there is no offsetting security 
position, deducting 50 percent of the market value of 
any net long positions in options in the same 


underlying security, with the same exercise price and 
the same expiration date. Where a broker or dealer has 
a net short position in an option in the same underlying 
security, with the same exercise price and the same 
expiration date and for which the broker or dealer does 
not have a related position in the underlying security or 
an option position otherwise provided for in this 
Appendix (A), the deduction shall be determined as 
provided in subparagraph (c)(1) or (2) of this Appendix 
(A). 


* * * * * 


§240.15c3-3a Exhibit A—formula for determination of 


reserve requirements of brokers and dealers under 
§240.15c3-3. 


Credits Debits 


1. Free credit balances and other 
credit balances in customers’ secu- 
rity accounts. (See Note A) $XXX 

2. Monies borrowed collateralized by 
securities carried for the account of 
customers. (See Note B) XXX 


3. Monies payable against customers’ 
securities loaned. (See Note C) XXX 


4. Customers’ securities failed to re- 
ceive. (See Note D) XXX 


5. Credit balances in firm accounts 
which are attributable to principal 
sales to customers. XXX 


6. Market value of stock dividends, 
stock splits and similar distri- 
butions receivable outstanding over 
30 calendar days. XXX 


7. Market value of short security count 
differences over 30 calendar days 
old. XXX 


8. Market value of short securities and 
credits (not to be offset by longs or 
by debits) in all suspense ac- 
counts over 30 calendar days. XXX 


9. Market value of securities which are 
in transfer in excess of 40 calendar 
days and have not been confirmed 
to be in transfer by the transfer 
agent or the issuer during the last 
40 days. XXX 
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10. Debit balanceds in customers’ cash 
and margin accounts excluding un- 
secured accounts and accounts 
doubtful of collection. (See Note E) $XXX 

11. Securities borrowed to effectuate 
short sales by customers and secu- 
rities borrowed to make delivery on 
customers’ securities failed to 
deliver. 


12. Failed to deliver of customers’ 
securities not older than 30 
calendar days. 


13. Margin required and on deposit 
with the Options Clearing Corpor- 
ation for all option contracts 
written or purchased in customer 


accounts. (See Note F) XXX 





Total 
Credits 


Total 
Debits 








ee 


14. Excess of total credits (sum of 
items 1-9) over total debits (sum 
of items 10-13) required to be on 
deposit in the “Reserve Bank Ac- 
count” (§240.15c3-3(e)). If the com- 
putation is made monthly as 
permitted by this section, the 
deposit shall be not less than 105 

percent of the excess of total 
credits over total debits. 


Note A. 


Item 1 shall include all outstanding drafts payable to 
customers which have been applied against free credit 
balances or other credit balances and shall also include 
checks drawn in excess of a bank balance per the 
records of the broker or dealer. 


Note B. 


Item 2 shall include the amount of Letters of Credit 
obtained by amember of Options Clearing Corporation 
which are collateralized by customers’ securities, to 
the extent of the member’s margin requirement at 
Options Clearing Corp. 


Note C. 
Item 3 shall include -in addition to monies payable 
against customers’ securities loaned the amount by 


which the market value of securities loaned exceeds 


470/SEC DOCKET 


the collateral value received from the lending of such 
securities. 


Note D. 


Item 4 shall include in addition to customers’ securities 
failed to receive the amount by which the market value 
of securities failed to receive and outstanding more 
than thirty (30) calendar days exceeds their contract 
value. 


Note E. 


(1) Debit balances in margin accounts shall be reduced 
by the amount by which a specific security (other than 
an exempted security) which is collateral for margin 
accounts exceeds in aggregate value 15 percent of the 
aggregate value of all securities which collateralize all 
margin accounts receivable; provided, however, the 
required reduction shall not be in excess of the amount 
of the debit balance required to be excluded because of 
this concentration rule. A specified security is deemed 
to be collateral for a margin account only to the extent 
it represents in value not more than 140 percent of the 
customer debit balance in a margin account. 


(2) Debit balances in special omnibus accounts, 
maintained in compliance with the requirements of 
Section 4(b) of Regulation T under the Act (12 CFR 
220.4(b)) or similar accounts carried on behalf of 
another broker or dealer, shall be reduced by any 
deficits in such accounts (or if a credit, such credit 
shall be increased) less any calls for margin, marks to 
the market, or other required deposits which are 
outstanding 5 business days or less. 


(3) Debit balances in customers’ cash and margin 
accounts included in the formula under item 10 shall be 
reduced by an amount equal to 1 percent of their 
aggregate value. 


Note F. 


Item 13 shall include the amount of margin required 
and on deposit with Options Clearing Corporation to 
the extent such margin is represented by cash, 
proprietary qualified securities, and letters of credit 
collateralized by customers’ securities. 


By the Commission. 


George A. Fitzsimmons 


Secretary 
vovulrciary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13566/May 23, 1977 





NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE INCORPORATED 


File No. SR-PSE-77-10 


The Pacific Stock Exchange Incorporated submitted on 
April 20, 1977 a proposed rule change under Rule 19b-4 
regarding the nonapplicability to market-makers of the 
rule requiring members to give up the name of the 
clearing member through whom a transaction is 
executed; definition of stop-loss orders; conducting 
accommodation liquidations; obligations of market 
makers in making bids and offers; split transactions as 
contingent orders; floor citations; and definitions of 
“participant,” “controlling person” and “companion 
person” in the Rules of its Board of Governors. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 23, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 30 
days from the date of publication in the Federal 
Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-PSE-77-10. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13567/May 23, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE INCORPORATED 


File No. SR-PSE-77-13 


The Pacific Stock Exchange Incorporated (“PSE”) 
submitted on May 16, 1977 a proposed rule change 


under Rule 19b-4 to eliminate the requirement that a 
wall or other physical barrier separate options trading 
activities from stock trading activities on the Ex- 
change. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 30, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 21 
days from the date of publication in the Federal 
Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-PSE-77-13. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13568/May 23, 1977 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-76-57) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 26, 1976, the New York Stock Exchange 
filed with the Commission, pursuant to Section 19(b) 
of the Securities Exchange Act of 1934 (the ‘“‘Act”), as 
amended by the Securities Acts Amendments of 1975, 
and Rule 19b-4 thereunder, copies of a proposed rule 
change. The proposed amendments will redefine the 
term “percentage order” and include new procedures 
within the rules of the Exchange to facilitate the 
handling of such orders. 
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Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13040 (Dec- 
ember 3, 1976)) and by publication in the Federal 
Register (41 FR 55013 (December 16, 1976)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the require- 
ments of Section 6, and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change fiied 
with the Commission on November 26, 1976, be, and it 
hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13569/May 23, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-11 


The American Stock Exchange (“Amex”) submitted a 
proposed rule change, on May 13, 1977, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
to delete the provision for five-person arbitration 
panels in arbitrations between a member and a 
non-member involving $1,000 or more. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 30, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-Amex-77-11. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
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be available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 20033/May 20, 1977 


In the Matter of 


CENTRAL POWER AND LIGHT COMPANY 
P.O. BOX 2121 
Corpus Christi, Texas 78403 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


(70-6006) 


NOTICE OF PROPOSED CHARTER AMENDMENTS 
AND ORDER AUTHORIZING SOLICITATION OF 
PROXIES IN CONNECTION THEREWITH 


NOTICE IS HEREBY GIVEN that Central Power and 
Light Company (‘‘CP&L’’) and Public Service 
Company of Oklahoma (‘‘PSO’’), electric utility sub- 
sidiaries of Central and South West Corporation 
(‘‘CSW’’), a registered holding company, have filed a 
declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (‘‘Act’’), 
designating Sections 6, 7 and 12(e) of the Act and 
Rules 62 and 65 promulgated thereunder as applicable 
to the following proposed transaction. All interested 
persons are referred to the declaration, which is sum- 
marized below, for a complete statement of the pro- 
posed transaction. 


CP&L and PSO each propose to amend their respec- 
tive Aricles of Incorporation (‘‘Articles’’) so as to 
modify the minimum deductions required in com- 
puting ‘‘Common Stock equity’’. Both CP&L and PSO 
state that, at present, payment of common stock divi- 
dends are limited, so long as any Preferred Stock is 
outstanding, payable in any 12-month period ending 








with and including the date on which the particular 
dividend is proposed to be paid (a) to 75% of the net 
income available for Common Stock dividends for the 
12 months ending with 60 days next preceding the 
month in which such dividend is proposed to be 
declared if the ratio of ‘‘Common Stock equity’’ to 
total capitalization on the last day of a calendar month 
ending within such 60-day period is or would be 20% 
or more but less than 25% and (b) to 50% of such net 
income if such ratio is or would be less than 20% plus 
any amounts that could have been declared as 
dividends pursuant to such limitations, but which were 
not actually declared, during any previous year or 
years. If such ratio is 25% or more, the total amount of 
all Common Stock dividends may not exceed a sum 
which would reduce such ratio below 25%, except to 
the extent permitted by clauses (a) or (b) above. At 
December 31, 1976, such ratio was about 45.4% for 
CP&L and 39.6% for PSO. 


For this purpose ‘‘Common Stock equity’’ is defined 
generally as the par value of, and premiums in respect 
of, all outstanding shares of stock ranking junior to 
Preferred Stock as to dividends or assets and the com- 
pany’s surplus (retained earnings) subject to certain 
deductions. One such deduction is the excess, during a 
stated period, of an amount equai to 15% of gross 
operating revenues (less non-operating income, 
revenues derived directly from properties leased to the 
company and the cost of power purchased for 
exchange or resale) over the aggregate amount 
charged or provided on the books for maintenance, 
repairs and depreciation of property for such period. 


CP&L and PSO’s respective Boards have proposed 
that the Articles be amended to provide that the 
foregoing deduction remain in effect for the period 
through December 31, 1976, but that for all periods 
after that date there be required to be deducted 
annually instead the excess, if any, of an aggregate 
amount equal to 3.2% and 3.0% respectively (or such 
other percentage as may upon application be approved 
by this Commission) of the arithmetical average of the 
amount of depreciable property, bondable under the 
Indenture, owned by each company during each 
calendar year and portion thereof after January 1, 
1977, over the aggregate amount charged or provided 
on the books for depreciation, retirements, renewals 
and replacements and/or amortization for such 
periods. It should be noted that the provision for the 
minumum deduction for periods after December 31, 
1976, would relate solely to depreciation, rather than 
maintenance, repairs and depreciation. 


Both CP&L and PSO state that while present 
projections indicate no restrictions on customary 
dividend payments are likely as a result of this test, 
the inflation of gross operating revenues resulting 
from recovery of higher costs of fuel could make it 


difficult, as time goes on, for them to maintain the 
required imputed capitalization ratios and thereby 
avoid the operation of the limitations on declaration of 
Common Stock dividends. 


CP&L and PSO do not intend, if the amendment is 
adopted, to modify, because of such adoption, its 
traditional practice with respect to the amount of 
Common Stock dividends declared. Each company 
states that it has traditionally paid approximately 
two-thirds of its earnings in dividends, but may modify 
this ratio from time to time. The respective Indentures 
contains various limitations on Common_ Stock 
dividends based on operating revenues which will not 
be affected by this amendment to the Articles. These 
limitations may at various times impose limitations on 
the ability of both CP&L and PSO to pay dividends 
even when such payment is permitted under the 
proposed amendment to the Articles. 


Secondly, the respective Articles presently prohibit, 
without the approval of the holders of a majority of 
Preferred Stock outstanding, the issuance of additional 
Preferred Stock unless the company’s Common Stock 
equity is not less than the aggregate amount payable 
upon liquidation in respect of all shares of outstanding 
Preferred Stock. The definition of Common Stock 
equity for purposes of the Common Stock dividend 
limitation set forth above applies as well with respect 
to the limitations on issuing Preferred Stock. 


While it is unlikely that the limitation referred to in 
this paragraph will ever limit the issuance of Preferred 
Stock because of the limited amount of outstanding 
Preferred Stock, the reasons previously set forth for 
changing the deduction apply equally to this proposed 
change. The respective Boards therefore have 
proposed that the Articles be amended so that the 
amended definition of Common Stock equity used 
above be permitted to apply also for the purpose set 
forth in this paragraph. The Boards are also of the 
opinion that it is desirable to have the same definition 
of ‘‘Common Stock equity’’ apply to all sections of the 
Articles, rather than have several different definitions 
for the same term. 


Finally, CP&L and PSO’s respective Articles presently 
provide, that if earned surplus is considered to 
determine that the liquidation amount for issuing 
Preferred Stock is sufficient, dividends on common 
stock cannot be paid if such payment would result in 
reducing Common Stock equity to an amount less than 
the aggregate amount payable upon liquidation in 
respect of all outstanding Preferred Stock. Common 
Stock equity for this purpose is defined in the same 
manner as it is defined for purposes of the Common 
Stock dividend limitation set forth above. While it is 
again unlikely that the limitation referred to in this 
paragraph will ever restrict the payment of dividends 
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on Common Stock, the reasons for changing the 
deduction set forth above apply equally to this 
proposed change. The respective Boards therefore 
have proposed that the Articles be amended so that 
the proposed amended definition of Common Stock 
equity, above, be permitted to apply here too. 


Both CP&L and PSO state that they have previously 
amended their Articles, pursuant to Commission 
authorization, (see HCAR No. 19271 and 19572 
respectively), to change the earnings test that must be 
satisfied as a precondition for the issuance of 
Preferred Stock without approval of the holders of a 
majority of Preferred Stock without approval of the 
then outstanding, eliminating from that computation 
the 15% maintenance, repairs and renewals deduction 
and substituting for it a deduction equal to 3.2% and 
3.0% respectively, annually, of the amount of their 
depreciable bondable property. They now seek to 
make analagous modifications here. 


CP&L proposes to call a special meeting of its 
shareholders (both Common Stock and Preferred 
Stock) to be held on or about July 5, 1977 to consider 
and vote upon the adoption of the proposed 
amendments and to solicity proxies in connection 
therewith. 


PSO proposes to call a special meeting of its 
shareholders (both Common Stock and Preferred 
Stock) to be held on or about July 19, 1977 to consider 
and vote upon the adoption of the proposed 
amendments and to solicit proxies in connections 
therewith. 


Each share of outstanding Preferred Stock of CP&L is 
entitled to one vote with respect to each of the 
proposed CP&L amendments. Each share of 
outstanding Preferred Stock of PSO is entitled to 10 
votes with respect to each of the proposed PSO 
amendments. The voting requirements under the 
Articles and Texas law for CP&L require, for passage, 
the affirmative vote of the holders of at least 
two-thirds of the outstanding shares of Preferred Stock 
(voting as a class) entitled to vote at the meeting and 
the affirmative vote of the holders of at least 
two-thirds of the outstanding shares of Preferred 
Stock and Common Stock (voting together) entitled to 
vote at the meeting. Central and South West 
Corporation is the holder of all 6,755,535 shares of 
CP&L’s Common Stock and has indicated its intention 
to vote such shares in favor of all the proposed 
amendments. 


The voting requirements under the Articles and 
Oklahoma law for PSO require, for passage, the 
affirmative vote of the holders of at least two-thirds of 
the outstanding shares of Preferred Stock (voting as a 
class) entitled to vote at the meeting and the 
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affirmative vote of the holders of at least two-thirds of 
the outstanding shares of Preferred Stock and 
Common Stock (voting together) entitled to vote at the 
meeting. Central and South West Corporation is the 
holder of all 10,482,000 shares of PSO’s Common 
Stock and has indicated its intention to vote such 
shares in favor of all the proposed amendments. 


Fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $5,000 for 
each of CP&L and PSO including in each case $1,500 
in counsel fees. No state commission and no federal 
commission other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 16, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons fo such request, 
and the issues of fact or law raised by said declaration, 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarants of the above-stated addresses, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the request. 
At any time after said date, the declaration, as filed, 
or as it may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commissiom may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as is may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


It appearing to the Commission that the declaration, 
insofar as it proposes to solicitation of proxies from 
CP&L and PSO’s stockholders, should be permitted to 
become effective forthwith pursuant to Rule 62: 


IT IS ORDERED that the declaration regarding the 
proposed solicitation of proxies of CP&L and PSO’s 
stockholders be, and it hereby is, permitted to become 
effective forthwith pursuant to Rule 62 and subject to 
the terms and conditions prescribed in Rule 24 under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 











PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20034/May 20, 1977 


In the Matter of 


WEST TEXAS UTILITIES COMPANY 
Abilene, Texas 


(70-5962) 


MEMORANDUM OPINION AND ORDER AUTHOR- 
IZING PROPOSED ACQUISITION OF INTERESTS IN 
FUEL EXPLORATION AND DEVELOPMENT ACTIV- 
ITIES AND DENYING INTERVENTION AND RE- 
QUEST FOR HEARING AND CONSOLIDATION 


West Texas Utilities Company (‘‘WTU’’), an electric 
utility subsidiary company of Central and South West 
Corporation (‘‘CSW’’), a registered holding company, 
has filed an application and amendments thereto, with 
this Commission pursuant to Sections 9(a) and 10 of 
the Public Utility Holding Company Act of 1935 
(‘‘Act’’). WTU is an electric utility company operating 
in the west central part of the State of Texas. At 
present, most of its generating units are fueled with 
natural gas, and are equipped to burn oil during 
emergencies for short periods. A series of coal, lignite 
and nuclear plants are planned for 1985-1995 to be 
jointly owned by WTU and the other C&SW system 
operating companies. 


WTU and the other C&SW system utility companies 
entered in 1976, joint ventures for exploration and 
development of lignite to provide fuel for these future 
plants. Four joint ventures have been initiated, in each 
of which WTU has a 10% undivided interest as tenant 
in common. Through September 30, 1976, WTU had 
acquired 3,694 net leasehold acres in the ventures and 
had expended $184,154. WTU states that it also spent 
$13,529 on a project in southern Arkansas which has 
been terminated. 


WTU requests authority for the future acquisition of 
interests relating to fuel exploration and development 
to the extent of a budgeted investment of $1,150,000 
during 1977. Approximately $308,000 is to be spent on 
lignite projects commenced in 1976, $708,000 on other 
expected coal and lignite ventures and $130,000 on 
exploration for uranium. Small amounts may also be 
spent on local gas or oil projects in or near the WTU 
service territory. WTU’s fuel programs may be under- 
taken with others through joint ventures, partnerships 
of other forms of common enterprise of the kind cus- 
tomarily engaged in during acquisition, exploration 
and development. No mining or development of 
uranium interests will be undertaken by WTU without 
further application to this Commission. 


Texas Utilities Company (‘‘TU’’) and Houston 
Lighting and Power Company (‘‘HLP’’) have each filed 
a request for hearing and a motion to consolidate this 
proceeding with that pending under Section 11(b)(1) 
with respect to C&SW and subsidiaries in Administra- 
tive Proceeding File No. 3-4951 (HCAR No. 19361, 
January 30, 1976). 


TU is an intrastate holding company whose sub- 
sidiaries provide electric service in the northern part of 
Texas. HLP, an electric utility, provides service in and 
around Houston, Texas. Both are participating in the 
Section 11(b)(1) proceeding. They assert that joint 
consideration is essential because ‘‘WTU’s activities 
as proposed in this proceeding may be inconsistent 
with the final order’’ in the Section 11(b)(1) 
proceeding, ‘‘and such other and further proceedings 
which may result therefrom’’. 


Substantially identical motions were made by TU and 
denied by us in our recent opinion in Southwestern 
Electric Power Company (“SWEPCO”), another sub- 
sidiary of C&@SW (HCAR No. 19997, April 25, 1977). 
The reasons we stated in that case apply also here. 


WTU is not alone in this program. The program is a 
joint undertaking by WTU and associate companies in 
the system to conserve natural gas and oil by substi- 
tuting other fuels for future electric generation. We 
see no need to consider now to what extent this joint 
venture may be a factor in the definition of an inte- 
grated system under Section 2(a)(29)(A). We note that 
joint ventures to procure and develop fuel sources are 
not uncommon even among unaffiliated companies, 
(Ohio Edison Company HCAR No. 18144, October 30, 
1973; Public Service Company of Oklahoma HCAR No. 
19090, July 17, 1975; New England Electric System 
HCAR No. 19580, June 17, 1976), and our decision 
today is not dependent upon the specific outcome of 
the Section 11(b)(1) proceeding with respect to C&SW 
system. TU and HLP merely speculate that it may, 
and, as we said in the earlier case, to wait until the 
Section 11(b)(1) case is ready for decision, is out of the 
question. 


One individual, a faculty member at Northwestern 
University, has raised a question about the require- 
ment of an environmental impact statement with 
respect to the proposed transaction under the National 
Environmental Policy Act of 1969. The application of 
this statute to the kind of transactions that require our 
approval or authorization under the Act presents novel 
questions, which we do not undertake to answer in this 
proceeding. In cases of fuel supplies, an application 
normally calls for authorization of a general budgetary 
program. The specific location or the sites ultimately 
to be developed are not known until later. In some 
cases future contractual arrangements or joint 
ventures with nonaffiliates may be essential for the 
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program. We have discussed the budgetary type 
program in Public Service Company of Oklahoma, 
HCAR No. 19090 July 17, 1975. His suggestion for 


rulemaking, to the extent that the environmental 
statue may be applicable, merits attention. He does 
not insist that the authorization in this case be 
deferred in the meantime, and he does not otherwise 
question the transactions before us. 


A notice of filing was duly issued (HCAR No. 19883, 
February 14, 1977). We find that the proposed trans- 
action satisfies Section 9 and 10 of the Act and 
applicable rules thereunder and that the applications 
for intervention and request for a consolidated hearing 
should be denied. No state and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


IT 1S ORDERED, accordingly, pursuant to the applic- 
able provisions of the Act and rules thereunder, that 
said application, as amended, be, and it hereby is 
granted, effective forthwith, subject to terms and con- 
ditions prescribed in Rule 24 promulgated under the 
Act. 


IT IS FURTHER ORDERED that the applications to 
intervene and requests for a hearing and consolidation 
be, and hereby are, denied. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20035/May 20, 1977 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Wilmington, Delaware 





TRANSOK PIPE LINE COMPANY 
Tulsa, Oklahoma 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


(70-5736) 


MEMORANDUM OPINION AND ORDER AUTHORI- 
ZING PROPOSED ACQUISITION OF INTEREST IN 
COAL AND LIGNITE ACQUISITION AND DEVELOP- 
MENT PROJECTS AND DENYING MOTION FOR 
HEARING AND CONSOLIDATION 


Central and South West Corporation (‘‘CSW’’), a 
registered holding company, Public Service Company 
of Oklahoma (‘‘PSO’’), a CSW subsidiary electric 
utility company, and Transok Pipe Line Company 
(‘‘Transok’’), a subsidiary pipe line company of PSO, 
have filed post-effective amendments to their applica- 
tion-declaration, previously filed with this Commission 
pursuant to various provisions of the Act, including 
Sections 9 and 10 of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’). By order dated June 
14, 1976 (HCAR No. 19572) PSO and Transok were 
authorized to acquire various interests relating to fuel 
exploration and development through December 31, 
1977. It is now proposed to expand the program to 
include coal and lignite projects. The budget 
limitations for the fuel activities in our prior order, 
$50,816,300, are not proposed to be changed. PSO has 
entered into four joint ventures in east Texas with the 
other CSW operating utility subsidiaries for the 
exploration and development of CSW operating utility 
subsidiaries for the exploration and development of 
lignite resources, and has an undivided 30% interest 
as tenant in common in each. 


The four ventures, their location, expenditures by PSO 
through September 30, 1976, and PSO’s net leasehold 
acreage acquired through September 30, 1976, are as 
follows: 





Venture Location Expenditures Acreage 
Karnack-Woodlawn Harrison Co., Texas $200,714 3,782 
Smithland Marion Co., Texas 49,976 909 
Cass-Morris Cass and Morris Cos., 

Texas 77,101 1,360 

Walker Walker and Grimes 
Cos., Texas 224,681 5,028 
Totals $552,472 11,079 
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Texas Utilities Company (‘‘TU’’) and Houston 
Lighting and Power (‘‘HLP’’) have each filed an 
application to intervene and motions for a hearing and 
consolidation with the pending proceeding under 
Section 11(b)(1) with respect to the C&SW system in 
which proceeding TU and HLP are active participants. 


A notice of filing was duly issued (HCAR No. 19527). 
We find that the proposed transaction satisifies 
Section 9 and 10 of the Act and applicable rules 
thereunder. TU’s and HLP’s applications and motions 
are hereby denied for reasons stated in our decision in 
Southwestern Electric Power Company (HCAR No. 
19997, April 25, 1977). No state and no federal 
commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


IT 1S ORDERED, accordingly, pursuant to the appli- 
cable provisions of the Act and rules thereunder, that 
said post-effective amendment to the application- 
declaration, as amended, be and it hereby is granted 
and permitted to become effective forthwith, subject to 
terms and conditions prescribed in Rule 24 promul- 
gated under the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20036/May 20, 1977 


In the Matter of 


CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 


(70-5769) 


MEMORANDUM OPINION AND ORDER AUTHOR- 
IZING EXTENSION FOR THE ACQUISITION OF IN- 
TERESTS IN FUEL EXPLORATION AND DEVELOP- 
MENT AND DENYING MOTION FOR HEARING 
AND CONSOLIDATION 


Central Power and Light Company (‘‘CPL’’), an 
electric utility subsidiary company of Central and 
South West Corporation (‘‘C&SW’’), a _ registered 
holding company, has filed post-effective amendments 
to its application previously filed with this Commission 
pursuant to Sections 9(a) and 10 of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’). By order dated 
April 28, 1976 (HCAR No. 19503) CPL was authorized 
to acquire interests in fuel exploration and develop- 
ment activities through 1976 and to spend up to 


$5,977,000 on such activities. Through September 30, 
1976, CPL had acquired 10,113 net leasehold acres 
containing estimated proven reserves of 4,700,000 Mcf 
of gas and 8,000 Bbls of oil. Expenditures as of that 
date totaled approximately $2,460,000. During 1976 
CPL spent approximately $869,000 to acquire lignite 
leasehold interests in four prospects in East Texas 
through joint ventures with the other C&SW operating 
companies. The lignite acquisitions are to provide fuel 
for a series of projected generating plants to be owned 
jointly by the four CSW operating companies and to 
become operational in the period from 1985-1995. 


By post-effective amendment CPL requests authority 
to continue oil, gas, coal, lignite and uranium explora- 
tion and development activities through December 31, 
1977 and to spend up to $8,044,900 on these activities. 
The amount budgeted consists of an estimated 
$3,300,000 to be spent on gas and oil ventures in 
South Texas and $4,744,900 on coal, lignite and 
uranium reserves. The scope and form of the activities 
entered into will be identical to those formerly 
authorized in HCAR No. 19503, except that no mining 
or development of uranium interests will be 
undertaken by CP&L without further application to 
this Commission. 


Texas Utilities Company (‘‘TU’’) and Houston 
Lighting and Power (‘‘HLP’’) have each filed applica- 
tions to intervene and motions for a hearing and 
consolidation with the pending proceeding under 
Section 11(b)(1) with respect to the C&SW System in 
which proceeding TU and HLP are active participants. 


A notice of filing was duly issued (HCAR No. 19876, 
February 7, 1977). We find that the proposed 
transaction satisfies Section 9 and 10 of the Act and 
applicable rules thereunder. TU and HLP’s applica- 
tions and motions are hereby denied for reasons stated 
in our decision in Southwestern Electric Power 
Company (HCAR No. 19997, April 25, 1977). No state 
and no federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
action. 


IT IS ORDERED, accordingly, pursuant to the 
applicable provisions of the Act and rules thereunder, 
that said post-effective amendments to the applica- 
tion-declaration, as amended, be and hereby are 
granted and permitted to become effective forthwith, 
subject to terms and conditions prescribed in Rule 24 
promulgated under the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20037/May 20, 1977 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Wilmington, Delaware 


(70-5970) 


MEMORANDUM OPINION AND ORDER AUTHOR- 
ZING PROPOSED CHARTER AMENDMENT AND 
DENYING MOTION FOR INTERVENTION, HEAR- 
ING AND CONSOLIDATION 


Central and South West Corporation, (‘‘C&SW’’) a 
registered holding company, has filed a declaration 
with this Commission pursuant to Sections 6(a), 7 and 
12(e) of the Public Utility Holding Company Act of 
1935 and Rule 62 promulgated thereunder, regarding 
the following proposed transaction. 


AT C&SW’s annual meeting held on April 21, 1977, an 
amendment to its charter was adopted increasing the 
number of authorized shares of common stock from 
58,300,000 to 65,300,000. C&SW expects to issue and 
sell the additional common_ stock, subject to 
Commission authorization, from time to time during 
the next two years. Proceeds from the sales will be 
used to help finance the construction expenditures of 
its subsidiaries, estimated at $1.1. billion for 
1977-1978. Currently, there are approximately 
51,460,000 shares of C&SW common stock outstand- 
ing. Authorization to solicit proxies with respect to the 
amendment was granted by the Commission pursuant 
to Rule 62 on March 1, 1977 (HCAR No. 19910). 


Texas Utilities Company (‘‘TU’’) has filed an applica- 
tion to intervene, and motions for a hearing and 
consolidation of this with the proceeding pending 
under Section 11(b)(1) with respect to the C&SW 
system (HCAR No. 19361, January 30, 1976). 


A notice of filing was duly issued (HCAR No. 19910, 
March 1, 1977). We find that the proposed transaction 
satisfies Sections 6 and 7 of the Act and applicable 
rules thereunder. TU’s application to intervene and its 
motions for hearing and consolidation are hereby 
denied for the reasons we stated in Central and South 
West Corporation (HCAR No. 18800, February 3, 
1975) and Southwestern Electric Power Company 
(HCAR No. 19997, April 25, 1977). 


No state and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


IT IS ORDERED, accordingly, pursuant to the 
applicable provisions of the Act and rules thereunder, 
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that said declaration, as amended, be and it hereby is 
permitted to become effective forthwith, subject to 
terms and conditions prescribed in Rule 24 
promulgated under the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20038/May 20, 1977 


In the Matter of 


WEST TEXAS UTILITIES COMPANY 
Abilene, Texas 


(70-5971) 


MEMORANDUM OPINION AND ORDER APPROV- 
ING PROPOSED AMENDMENTS TO ARTICLES OF 
INCORPORATION AND DENYING INTERVENTION 
AND MOTIONS FOR HEARING AND CONSOLIDA- 
TION 


West Texas Utilities (‘‘WTU’’), an electric utility 
subsidiary of Central and South West Corporation, a 
registered holding company, has filed a declaration 
with this Commission to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) pursuant to Sections 
6(a), 7 and 12(e) of the Act and Rules 45 and 62, 
promulgated thereunder. 


At the annual meeting of shareholders on April 19, 
1977, an amendment to the WTU charter was adopted 
to allow WTU to incur unsecured obligations maturing 
in less than 10 years up to an amount not to exceed 
20% of its total capitalization provided that such 
unsecured debt in excess of 10% of total capitalization 
mature not later than November 1, 1982. The purpose 
of this change is to permit WTU to delay the refunding 
of short-term debt with First Mortgage Bonds so that 
it can sell larger issues of Bonds at less frequent 
intervals and lower estimated costs. WTU estimates 
its capital expenditures for the years 1977-1979 at 
$122,740,000. Total capitalization on December 31, 
1976 was $161,993,605, common stock equity 
comprising 52%, First Mortgage Bonds 44% and 
Preferred Stock 4%. WTU presently has $9,000,000 in 
short-term debt outstanding. The amendment would 
allow it to incur short-term debt up to approximately 
$32,000,000. 


At the annual meeting of shareholders, WTU voted to 
amend the charter to modify the deductions utilized in 
computing earnings coverage and ‘‘common stock 
equity’’. At the present time the charter includes 
provisions requiring an allowance of 15% of gross 
operating revenues for maintenance, renewals, and 
replacements in computing earnings coverage and 
‘‘common stock equity’’. These computations limit the 
issuance of new preferred stock and payment of 
common dividends. Historically, the 15% revenue test 
has been widely used by utility companies as a good 
approximation of normal maintenance and depreci- 
ation requirements. In recent years, escalating fuel 
costs, which have no relationship to maintenance and 
replacement needs, have increased gross revenues, 
and, aS a consequence, the 15% allowance greatly 
exceeds these requirements. 


The amendments would change the amount deducted 
from gross income for depreciation, retirement, 
renewals and replacements and/or amortization to not 
less than 2.9% per annum of the average amount of 
depreciable bondable property. The amendments 
would permit adoption of a different percentage by 
Commission order, issued after notice and opportunity 
for hearing, if the Commission finds that 2.9% is no 
longer appropriate. For the same reasons, WTU also 
voted to delete references to the 15% allowance for 
maintenance, renewals and replacements from the 
computation of ‘‘net income available for common 
stock dividends’’ and for purposes of defining ‘‘total 
capitalization’. Like amendments were recently 
authorized with respect to the Southwestern Electric 
Power Company (HCAR No. 19997, April 25, 1977). 


Texas Utilities Company (‘‘TU’’) has filed an 
application to intervene, and requests for a hearing 
and consolidation with the proceeding pending under 
Section 11(b)(1) with respect to C&SW system (HCAR 
No. 19361, January 30, 1976). 


A notice of filing was duly issued (HCAR No. 19920, 
March 4, 1977). We find that the proposed trans- 
actions satisfy Sections 6 and 7 of the Act and 
applicable rules thereunder. TU’s application and 
motions are hereby denied for the reasons we stated in 
our decision in Southwestern Electric Power Company 
(HCAR No. 19997, April 25, 1977). 


IT IS ORDERED, accordingly, pursuant to the 
applicable provisions of the Act and rules thereunder, 
that said declaration, as amended, be and it hereby is 
permitted to become effective forthwith, subject to 
terms and conditions prescribed in Rule 24 
promulgated under the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20040/May 20, 1977 


In the Matter of 


ALABAMA POWER COMPANY 
600 North 18th Street 
Birmingham, Alabama 35291 


(70-6013) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Alabama Power 
Company (‘‘Alabama’’), a public-utility subsidiary 
company of the Southern Company, a registered 
holding company, has filed an application with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) designating Section 6(b) 
of the Act and Rule 50 promulgated thereunder as 
applicable to the following proposed transaction. All 
interested persons are referred to the application, 
which is summarized below, for a complete statement 
of the proposed transaction. 


Alabama proposes to issue up to $100,000,000 
principal amount of its First Mortgage Bonds of a 
series having a term of not less than five years nor 
more than 30 years (the ‘‘new Bonds’’) and to sell 
such bonds at competitive bidding for the best price 
obtainable but for a price to Alabama of not less than 
98% nor more than 101-3/4% of the principal amount 
thereof, plus accrued interest. Alabama may request 
by amendment hereto that such sale be excepted from 
the competitive bidding requirements of Rule 50 
should circumstances develop which, in the opinion of 
Alabama’s management, make such exception in the 
best interest of Alabama and its investors and con- 
sumers. 


The new Bonds will be issued under the Indenture 
date as of January 1, 1942, between Alabama and 
Chemical Bank, as Trustee, as heretofore supple- 
mented by various indentures supplemental thereto 
and as to be further supplemented by a Supplemental 
Indenture to be dated as of July 1, 1977. 
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Alabama states that it is difficult to determine, under 
present bond market conditions, whether it would be 
more advantageous to Alabama to sell new Bonds 
having a 30-year or some shorter term. Alabama states 
that it is in the public interest that Alabama be 
afforded the necessary flexibility to adjust its financing 
program to developments in the markets for long-term 
debt securities when and as they occur in order to 
obtain the best possible price, interest rate and term 
for its new Bonds. Alabama proposes, therefore, that 
Alabama decide on the term of the new Bonds after 
the date of public invitation for proposals and then 
notify prospective bidders by telephone, confirmed in 
writing, of its decision, not less than 72 hours prior to 
the time of the bidding. 


Alabama proposes to use the proceeds from the sale of 
the new Bonds, along with (1) $39,417,000 of funds 
from tax-exempt bond issues of public authorities for 
financing certain of Alabama’s pollution control 
facilities, (2) $95,000,000 of additional equity funds 
from the Southern Company and (3) $273,901 ,000 from 
the net change in notes payable, from other financings 
of types and in amounts to be determined and from 
usual internal sources, to finance its 1977 construction 
costs, estimated to be $497,578,000, to pay a portion of 
notes payable for such purpose and to retire $740,000 
principal amount of First Mortgage Bonds. 


The fees and expenses to be incurred in connection 
with this transaction are to be filed by amendment. It 
is stated that the issuance and sale of the new Bonds 
have been expressly authorized by the Alabama Public 
Service Commission which has jurisdiction over the 
issuance of securities by public utility companies 
operating in Alabama. It is further stated that no other 
State or Federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 16, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail (air 
mail if the person being served is located more than 
500 miles from the point of mailing) upon the applicant 
at the above-stated address; and proof of service (by 
affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as filed or as it 
may be amended, may be granted as provided in Rule 
23 of the General Rules and Regulations promulgated 
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under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) | 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 4 
advice as to whether a hearing is ordered will receive 

notice of further developments in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20041/May 20, 1977 


In the Matter of 
MIDDLE SOUTH UTILITIES, INC. 


225 Baronne Street 
New Orleans, Louisiana 70112 


(70-6010) 2 | 


NOTICE OF PROPOSED ISSUANCE AND SALE OF | 


SHORT-TERM NOTES TO BANKS 


NOTICE IS HEREBY GIVEN that Middle South 
Utilities, Inc. (‘‘Middle South’’), a registered holding 
company, has filed a declaration with this commission 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) regarding the 
following proposed transaction. All interested persons 
are referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


Middle South proposes to issue and sell, pursuant to a 
$218.5 million revolving credit agreement (‘‘Credit 
Agreement’’), its unsecured short-term promissory 
notes to a group of commercial banks headed by 
Manufacturers Hanover Trust Company (‘‘MHTC’’). 
Under the terms of the Credit Agreement, Middle 
South may borrow and reborrow until June 30, 1978, 
up to an aggregate of $218.5 million outstanding at 
any one time, to be evidenced by its unsecured 
promissory notes payable 90 days from the date of 
issuance thereof, but in no event later than June 30, 
1978 (‘‘Notes’’). The Notes will be issued to the 
participating banks to the extent of their participation a 





(collectively, the ‘‘Commitments’’) as follows: 




















Name of Bank Group Maximum Amount 
to be Borrowed 

Manufacturers Hanover Trust Company B $61,300,000 
The First National Bank of Chicago A 35,000,000 
Bank of America National Trust and 

Savings Association B 25,000,000 
Continental Illinois National Bank 

and Trust Company of Chicago B 20,000,000 
The First National Bank of Boston B 15,000,000 
The Northern Trust Company A 11,100,000 
Irving Trust Company B 11,100,000 
Morgan Guaranty Trust Company 

of New York A 10,000,000 
North Carolina National Bank B 10,000,000 
First Pennsylvania Bank, N.A. A 5,000,000 
The Fidelity Bank A 5,000,000 
Crocker National Bank A 5,000,000 
Hartford National Bank and Trust 

Company A 5,000,000 

Total $218,500,000 


Each subsequent borrowing and each payment by 
Middle South will be made pro rata among the 
participating banks according to their original 
Commitment, with appropriate adjustment for the 
interest rate differential. 


The Notes issued to those banks designated as A 
Banks in the Credit Agreement will bear interest from 
the date thereof on their unpaid principal amount at a 
rate per annum equal to 105% of the commercial loan 
rate of MHTC from time to time in effect on 
borrowings having a 90-day maturity by its most 
responsible and substantial domestic corporate 
borrowers (‘‘MHTC Rate’’). The Notes issued to those 
banks designated as B Banks in the Credit Agreement 
will bear interest from the date thereof on their unpaid 
principal amount at a rate per annum equal to 115% of 
the MHTC Rate. Middle South will agree to pay to 
each participating bank a commitment fee for the 
period from and including June 30, 1977, to June 30, 
1978 (or any earlier date of termination of the 
Commitments), computed at the rate of % of 1% per 
annum on the average daily unused portion of the 
Commitments in effect during the period for which 
payment is made. Based on a 61%4% prime rate, the 
weighted average interest cost, assuming balances of 
10% on the line from the A Banks, would be 7.29%, 
and on the B Banks would be 7.19%. 


Middle South presently intends to repay the principal 
of the Notes out of the proceeds of the sale of 
additional shares of its common stock. The Notes will 
be prepayable at any time on two business days’ 








notice in whole or in part without premium. Middle 
South shall have the right at any time on three 
business days’ notice to the participating banks to 
terminate, or, from time to time, to reduce the 
Commitments, at which time it will prepay the Notes 
and accrued interest thereon to the extent that the 
aggregate principal amount thereof then exceeds the 
Commitments. 


The initial borrowing under the Credit Agreement will 
be used for the payment of short-term notes issued by 
Middle South to MHTC and various commercial banks 
under a Credit Agreement dated as of June 1, 1976 
(See File No. 70-5863). As of February 28, 1977, such 
notes payable amounted to $62 million and, it is 
estimated; will amount to $93 million at the time the 
initial borrowing is made under the Credit Agreement. 
Such borrowings were utilized by Middle South to 
purchase, at various times, the common stocks of 
certain of its subsidiary companies. Subsequent 
borrowings under the Credit Agreement wil! be used 
by Middle South to purchase additional common stock 
of its subsidiaries. The issuance and acquisition of 
such common stock will be the subject of separate 
filings with this Commission. 


It is stated that no State commission and no Federal 
commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. It is further stated 
that no special or separate expenses are anticipated in 
connection with the proposed transactions except for a 
$2,000 filing fee. 
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NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 13, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarant at the above-stated address, and proof of 
service ( by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from its rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20042/May 20, 1977 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-6009) 


NOTICE OF PROPOSED SALE OF PARTIAL 
INTEREST IN COAL-FIRED ELECTRIC GENERAT- 
ING FACILITY 


NOTICE IS HEREBY GIVEN that Arkansas Power & 
Light Company (“AP&L”), an electric utility sub- 
sidiary of Middle South Utilities, Inc., a registered 
holding company, has filed a declaration and 
amendments thereto with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 
(‘‘Act’’), designating Section 12(d) of the Act and Rule 
44 promulgated thereunder as applicable to the 
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proposed transaction. All interested persons are 
referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


AP&L proposes to sell to Arkansas Electric Coopera- 
tive Corporation (‘‘AECC’’), an electric cooperative 
corporation organized and existing under the laws of 
the State of Arkansas, a 35 percent undivided 
ownership interest as tenant in common in two 700 
MW nominally rated coal-fired generating units known 
as White Bluff Units Nos. 1 and 2 (‘‘White Bluff 
Plant’’) to be located near Redfield, in Jefferson 
County, Arkansas and originally planned to be 
constructed and owned by AP&L. AP&L will obtain 
from the corporate trustee under its Mortgage and 
Deed of Trust, dated as of October 1, 1944, as supple- 
mented, a release of such undivided ownership 
interest in the White Bluff Plant as will be sold to 
AECC and will retain a 65 percent undivided owner- 
ship interest in such Plant. 


AP&L’s sale of such partial interest in the White Bluff 
Plant will be governed by the terms of an ownership 
agreement (‘‘Ownership Agreement’’) between AP&L 
and AECC. The Ownership Agreement will provide 
that AECC is to pay AP&L an amount equal to 35 
percent of AP&L’s cost incurred in the construction of 
the White Bluff Plant (AECC’s share estimated as of 
May 31, 1977, to be $47,680,000) plus 35 percent of 
AP&L’s cost of money to finance such construction 
(AECC’s share estimated as of May 31, 1977, to be 
$7,535,000). 


After the closing, AP&L is to complete the construc- 
tion of the White Bluff Plant on its own behalf and as 
agent for AECC, and AECC is to make monthly 
payments in advance to AP&L in respect of 35 percent 
of all additional costs to be incurred in the construction 
and completion of the White Bluff Plant. The 
Ownership Agreement will further provide that the 
respective investments of AP&L and AECC in the 
construction of the White Bluff Plant, and con- 
sequently the respective undivided ownership 
interests of each party, may be adjusted under certain 
circumstances due to (1) the availability of an equiva- 
lent amount of more economical energy to AP&L from 
other sources, (2) AP&L’s not requiring the capacity 
and energy from the White Bluff Plant, or (3) the 
inability of either AP&L or AECC to finance its respec- 
tive investment in the continuing construction of the 
White Bluff Plant. 


In addition to the above payments to be made by 
AECC to AP&L with respect to its acquisition of an 
undivided ownership interest in the White Bluff Plant, 
and in recognition of the fact that AP&L has incurred 
certain overhead costs and has developed expertise in 
the construction, operation and maintenance of the 





White Buff Plant to the benefit of AECC, AECC is to 
pay to AP&L $875,000 at the closing and an additional 
$875,000 no later than January 2, 1978. In the event 
that AECC is unable to obtain, within two years from 
the date of closing, permanent financing by means of a 
long-term loan guaranteed by the Rural Electrification 
Administration, AP&L will be required to repurchase 
AECC’s interest in the White Bluff Plant. 


AP&L expects to apply the total proceeds of the sale, 
estimated not to exceed $59,000,000, to the repayment 
of short-term indebtedness incurred to finance its 
construction program. 


AP&L will also enter into an operating agreement with 
AECC (‘‘Operating Agreement’’) providing for the 
sole operation and maintenance of the White Bluff 
Plant by AP&L. The Operating Agreement AECC will 
be responsible for that portion of all costs of operation 
and maintenance, other than fuel costs, in accordance 
with its ownership interest. AECC will also make 
payments to AP&L for fuel costs for all electricity 
generated at the White Bluff Plant for its account. The 
Operating Agreement will further provide for the 
sharing by AECC of certain other overhead, adminis- 
trative and general expenses and costs to be incurred 
by AP&L in operating and maintaining the White Bluff 
Plant. The Operating Agreement will terminate on the 
earlier of the date the White Bluff Plant is retired from 
commercial service or December 31, 2015, or on such 
other date as is agreed to by the parties thereto. 


In addition to the above described transaction, AP&L 
has made similar arrangements for the sale to City 
Water and Lighi Plant of the City of Jonesboro, 
Jonesboro, Arkansas (‘‘CWL’’), of a 5 percent 
undivided ownership interest as tenant in common in 
the White Bluff Plant. Assuming that the closing of 
such sale were to take place on August 1, 1977, AP&L 
would expect to receive approximately $8,831,000 from 
CWL in respect of the purchase of such undivided 
ownership interest. Such sale and subsequent 
operation of the White Bluff Plant will be governed by 
the same Ownership and Operating Agreements which 
will govern the relationship of AP&L and AECC with 
respect to the White Bluff Plant. The sale to CWL is 
excepted from the provisions of the Act by reason of 
Rule 44(b)(3) promulgated thereunder. 


It is stated that a statement of the fees and expenses 
to be incurred in connection with the proposed 
transaction will be filed by amendment. The Arkansas 
Public Service Commission has jurisdiction over the 
proposed transaction. It is stated that no other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 14, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarants at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. At 
any time after said date, the declaration, as amended 
or as it may be further amended, may be granted and 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant exemp- 
tion from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any 
notices or orders issued in this matter, including the 
date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20043/May 20, 1977 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


(70-601 2) 


NOTICE OF PROPOSED TRANSACTIONS RELATED 
TO FINANCING OF POLLUTION CONTROL FACILI- 
TIES 


NOTICE IS HEREBY GIVEN that Louisiana Power & 
Light Company (‘‘Louisiana’’), an electric utility 
subsidiary company of Middle South Utilities, Inc., a 
registered holding company, has filed an application 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (‘‘Act’’), designating 
Sections 9(a), 10 and 12(d) of the Act and Rule 44(b)(3) 
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as applicable to the following proposed transactions. 
All interested persons are referred to the application, 
which is summarized bejiow, for a complete statement 
of the proposed transactions. 


> 


Louisiana states that it will construct and install 
certain water. pollution control facilities at its Little 
Gypsy Steam Electric Generating Station (‘‘Little 
Gypsy Station’’) and Units 1 and 2 of its Waterford 
Steam Electric Generating Station (‘‘Waterford 1 and 
2’’) in St. Chariés Parish, Louisiana (collectively, the 
“St. Charles Stations’’), arid-at its Sterlington Steam 
Electric Generating Station (‘‘Sterlington Station’), 
and at its Sterlington Steam Electric Generating 
Station (“‘Sterlingtorr Station’) in Ouachita Parish, 
Louisiana in: order to comply with water discharge 
standards prescribed by the Environmental Protection 
Agency and thereby to maintain in effect the National 
Pollution Discharge Elimination System permits which 
Louisiana has heretofore obtained for these generating 
stations. The present filing relates to Louisiana’s 
proposed long-terrn figancing of such pollution control 
facilities, -and“ also’ of .$1 million of additions and 
improvements (the “Industrial Development Facili- 
ties’) to Unit 3 (presently under construction) of its 
Waterford Steam Electric Generating Station in St. 
Charles Parish, Louisiana (‘‘Waterford 3’’), by sale 
and repurchase of such facilities. 


To effect the contemplated financing of the pollution 
control fadilities at the St. Charles Stations, Louisiana 
proposes to enter into: a sale agreement with the 
Parish of St, Charles, Louisiana (‘‘St. Charles 
Agreement’’). The St. Charles Agreement will provide 
for the constructian,. installation, equipment and 
completion of the pollution control facilities at the St. 
Charles ‘Stations (‘St. Charles Facilities’’) by 
Louisiana and for thé issuance and sale by the Parish 
of pollution control-revenue bonds (‘‘St. Charles Series 
1977 Bonds’’) in the principal amount of $4,000,000, 
sufficient to caver construction and related costs of 
such facilities. The proceeds derived from the sale of 
said bonds will be deposited with a Trustee pursuant 
to an Indenture (‘‘St. Charles Indenture’’) to be 
entered into by thée:Parish and the Trustee. The St. 
Charles Agreement further provides for the sale be 
Louisiana of the St. Charles Facilities to the Parish (in 
one or more completed portions) for cash, which is to 
be paid by the Trustee out of such proceeds, and for 
the simultaneous» repurchase of said facilities by 
Louisiana from the Parish, on an installment payment 
basis, for an aggregate price equal to the amount of 
money that will be required to fully pay or retire the 
St. Charles Series 1977 Bonds in accordance with their 
terms. Title to said facilities or any portion thereof will 
be transferred ‘to the’ Parish and the Parish will, 
simultaneously with: each conveyance, reconvey said 
facilities to rewire O 
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The repurchase price will be an amount equal to the 
aggregate principal amount of the Series 1977 Bonds 
and will be payable by Louisiana in semi-annual 
installments over a term of years. Louisiana will also 
pay as interest on the purchase price an amount equal 
to the interest and premium, if any, on said bonds. 
Such installment payments are to be made directly to 
the Trustee pursuant tc an assignment and pledge 
thereof by the Parish to the Trustee as set forth in the 
St. Charles Indenture and as assented to by Louisiana 
in the St. Charles Agreement. 


The St. Charles Agreement will provide that Louisiana 
may prepay the repurchase price at any time upon 
payment of a premium corresponding to the 
redemption premium on the St. Charles Series 1977 
Bonds as provided in the St. Charles Indenture. Said 
bonds are noncallable for redemption prior to July 1, 
1987, except under certain conditions as specified in 
the St. Charles Agreement. 


To effect the contemplated financing of the Industrial 
Development Facilities at Waterford 3, Louisiana 
proposes that it will enter into a sale agreement with 
the Parish of St. Charles, Louisiana, (‘‘Industrial 
Development Agreement’’) and that the Parish will 
enter into an Indenture with a Trustee (‘‘Industrial 
Development Indenture’’), which, except as herein- 
after set forth, are substantially similar to the St. 
Charles Agreement and the St. Charles Indenture, 
respectively. The Industrial Development Agreement 
will provide for the construction, installation and 
completion of the Industrial Development Facilities by 
Louisiana and for the issuance and sale by the Parish 
of industrial development revenue bonds (‘‘St. Charles 
Industrial Development Bond’’) in the principal 
amount of $1,000,000, sufficient to cover construction 
and related costs of the Industrial Development 
Facilities. The Industrial Development Agreement 
further provides for the sale by Louisiana of the 
Industrial Development Facilities to the Parish for 
cash, to be paid by the Trustee out of the proceeds 
derived from the sale of said bonds, and for the 
repurchase of said facilities from the Parish on an 
installment payment basis in the same manner and 
under the same terms as the St. Charles Facilities. 
There will be no provision for the issuance of 
additional series of such bonds. The _ Industrial 
Development Agreement and Industrial Development 
Indenture will provide for the subordination by the 
Parish of all liens, conditions and rights in the 
Industrial Development Facilities in connection with 
the resale to Louisiana of said facilities. This subor- 
dination will be in lieu of the waiver by the Parish of 
all liens and resolutory conditions in connection with 
the resale to Louisiana of the St. Charles Facilities as 
set forth in the St. Charles Agreement and St. Charles 
Indenture. 





To effect the contemplated financing of the pollution 
control facilities at the Sterlington Station in Ouachita 
Parish (‘‘Ouachita Facilities’), Louisiana proposes 
that it will enter into a sale agreement with the Parish 
of Ouachita, Louisiana (‘‘Ouachita Agreement’’) and 
that said Parish will enter into an Indenture with a 
Trustee (‘‘Ouichita Indenture’’) which, except as 
hereinafter set forth, are substantially similar to the 
St. Charles Agreement and the St. Charles Indenture, 
respectively. The Ouachita Agreement will provide for 
the construction, installation, equipment and comple- 
tion of the Ouachita Facilities, and for the issuance 
and sale by the Parish of its pollution control revenue 
bonds (the ‘‘Ouachita Bonds’’) in the principal amount 
of $2,000,000 sufficient to cover construction and 
related costs of said facilities. The Ouachita Agree- 
ment further provides for the sale by Louisiana of the 
completed facilities to said Parish for cash, to be paid 
by said Trustee out of the proceeds derived from the 
sale of said bonds and for the simultaneous repurchase 
of said facilities from the Parish on an installment 
payment basis, in the same manner and under the 
same terms as hereinabove set forth with respect to 
the St. Charles Facilities. 


Each issue of bonds will mature thirty years after the 
first day of the month in which it is (initially) issued 
and be subject to a mandatory sinking fund which will 
retire not less than 25% of the aggregate principal 
amount of said issue prior to maturity. Each of the sale 
agreements provides that the Parish will sell, issue 
and deliver the bonds as and when but only if 
requested by Louisiana, provided that the issuance 
date requested by Louisiana shall be no later than 
December 1, 1977. Louisiana will not be a party to any 
of the Indentures nor to the underwriting arrangements 
for any of the bonds. Louisiana states that since the 
amounts of the respective installment payments to be 
made by Louisiana in payment of the respective re- 
purchase prices will be determined by the interest rate 
or rates of the respective bond issues, Louisiana will re- 
quest the sale, issuance and delivery of such bonds only 
if it considers satisfactory the interest rate or rates 
thereof offered (and the amounts of underwriter’s fees 
proposed) by the underwriter or underwriters, and 
only with the further authorization of this Commission. 
Louisiana understands that interest payable on any of 
the bonds will be exempt from Federal income taxes. 
It is Louisiana’s further understanding that the 
interest rates on bonds and other debt obligations, the 
interest on which is so tax exempt, historically have 
been and can be expected at the time of issuance of 
said bonds to be 112% to 242% lower than the rates of 
obligations of like tenor and comparable quality, 
interest on which is not so exempt. 


& It is stated that no State or Federal commission, other 


than this Commission, has jurisdiction over the trans- 
actions proposed. The fees and expenses incurred in 
connection with the proposed transactions are to be 
filed by amendment. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 13, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application which he desires to controvert; or he may 
request that he be notified should the Commission 
order a hearing in respect thereof. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicants at the above-stated 
addresses, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
application, as filed or as it may be amended, may be 
granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20044/May 23, 1977 


In the Matter of 


OHIO ELECTRIC COMPANY 

C/O AMERICAN ELECTRIC POWER SERVICE COR- 
PORATION 

New York, New York 


(70-5846) 

ORDER RELEASING JURISDICTION OVER COMPEN- 
SATION TO BE PAID AGENT IN CONNECTION WITH 
SALE OF FIRST MORTGAGE BONDS TO INSTITU- 
TIONAL LENDERS 
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Ohio Electric Company (“Electric”), an electric 
generating subsidiary company of Ohio Power Com- 
pany, which is an electric utility subsidiary company of 
American Electric Power Company, Inc., a registered 
holding company, has filed a seventh post-effective 
amendment to its application-declaration previously 
filed with this Commission pursuant to Section 6(b) 
and 12(c) of the Public Utility Holding Company Act of 
1935 ("Act”) and Rules 42(b)(2) and 50(a)(5) promul- 
gated thereunder regarding the private placement of 
$200,000,000 of first mortgage bonds (“bonds”) with 
institutional lenders. 


By order dated February 17, 1977 (HCAR No. 19890) in 
this proceeding, the Commission authorized the 
issuance and sale of the bonds. Jurisdiction was 
reserved with respect to fees and expenses to be 
incurred in connection with this transaction. By its 
seventh post-effective amendment filed in this pro- 
ceeding, it is stated that Electric proposes to pay Blyth 
Eastman Dillon & Co., financial advisers to Electric in 
this transaction, a fee of $500,000, determined at the 
rate negotiated with said firm of %4 of 1% of the 
principal amount of the bonds sold. Other fees and 
expenses to be incurred by Electric will be supplied by 
further post-effective amendment. 


Upon the basis of the facts in the record, as further 
amended by said-post-effective amendment, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interst and in the interest of 
investors and consumers that said application-decla- 
ration, as further amended by said post-effective 
amendment, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as further amended by said post-effective 
amendment, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 promul- 
gated under the Act. 


IT IS FURTHER ORDERED, that jurisdiction be, and 
the same hereby is, reserved as to the other fees to be 
incurred in connection with the offer and sale of the 
bonds. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20045/May 23, 1977 


In the Matter of 


APPALACHIAN POWER COMPANY 
40 Franklin Road 
Roanoke, Virginia 24009 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-6014) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
COMMON STOCK BY SUBSIDIARY TO HOLDING 
COMPANY 


NOTICE IS HEREBY GIVEN that American Electric 
Power Company, Inc. (“AEP”), a registered holding 
company, and Appalachian Power Company (‘‘Appala- 
chian”), its electric utility subsidiary company, have 
filed an application-declaration with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”) designating Sections 6(b), 7, 9(a) and 10 
of the Act and Rule 50 promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the application-declaration, 
which is summarized below, for a complete statement 
of the proposed transaction. 


Appalachian proposes to issue and sell to AEP, and 
AEP proposes to purchase from Appalachian, from 
time to time prior to January 1, 1978, a total of 
1,250,000 shares of Appalachian common stock, no par 
value, at a price of $40 per share, or a total 
consideration of $50,000,000. It is stated that 
Appalachian will apply the cash proceeds toward the 
cost of its construction program for 1977, which is 
estimated at $277,000,000, and to retire short-term 
debt. It is anticipated that AEP will obtain all, or 
substantially all, of the $50,000,000 which it proposes 
to invest in Appalachian from the net proceeds of an 
unwritten rights offering of AEP common stock which 
is the subject of a separate filing (File No. 70-6000). 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $4,500, 
including legal fees of $2,000. It is stated that the State 
Corporation Commission of Virginia, the Public 
Service Commission of Tennessee, and the Public 
Service Commission of West Virginia have jurisdiction 
over the proposed transaction and that no state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 








NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 15, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said 
application-declaration which he desires to controvert, 
or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicants-declarants at the above stated 
addresses, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20046/May 23, 1977 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY 
New York, New York 10004 


(70-6000) 


ORDER AUTHORIZING ISSUE AND SALE OF COM- 
MON STOCK BY HOLDING COMPANY PURSUANT TO 
AN UNDERWRITTEN RIGHTS OFFERING 


American Electric Power Company, Inc. (“AEP”), a 
registered holding company, has filed a declaration, 
and an amendment thereto, with this Commission 
pursuant to Sections 6, 7, and 12(c) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 42 and 
50 promulgated thereunder regarding the following 
proposed transaction. 


AEP proposes to offer up to 9,000,000 authorized but 
unissued shares of its common stock (“additional 


common stock”) for subscription by the holders of its 
outstanding shares of common stock on the basis of 
one share of additional common stock for each eleven 
shares of common stock held on the record date. 


The record date will be May 31, 1977, or such later date 
as AEP’s registration statement under the Securities 
Act of 1933 may become effective. The subscription 
price, to be determined by AEP’s Board of Directors, or 
by a committee of the Board duly authorized by the 
Board, during the latter part of the day on May 33, 
1977, will be not more than the closing price of AEP 
common stock on the New York Stock Exchange on 
such day and not less than 90% thereof. The 
subscription offer will expire June 24, 1977, unless the 
record date should be later than May 31, 1977, in which 
event the expiration date will be redetermined and 
specified by amendment. 


Each record holder of AEP common stock will receive, 
as soon after the record date as is practicable, 
a transferable subscription warrant representing the 
number of subscription rights to which the stockholder 
is entitled. It is proposed that no holder of a warrant 
will be permitted to subscribe for a fraction of a share 
of the additional common stock; however, any holder 
of less than eleven shares of common stock on the 
record date will be entitled to purchase, at the 
subscription price, one full share of additional 
common stock. 


Any holder of more than eleven shares, but not an 
exact multiple thereof, will be able to purchase, at the 
subscription price, one share of additional common 
stock for each multiple of eleven shares plus one share 
of additional common stock for the excess shares. In 
addition, each holder of a warrant (or warrants) who 
exercises the subscription rights in full will be given 
the privilege of purchasing, subject to allotment if 
necessary, at the same subscription price, the 
unsubscribed shares of the additional common stock. 


AEP expects that the subscription rights will be traded 
on the New York Stock Exchange and that rights may 
also be bought and sold through banks or brokers. AEP 
also intends to afford holders of warrants the 
opportunity to trade rights through AEP’s subscription 
agent, such agent to charge 2¢per right for its services. 


AEP does not intend to mail warrants to stock- 
holders entitled to receive such warrants but whose 
registered addresses are outside the United States, 
Canada and Mexico. To the extent that AEP does not 
receive instructions from such stockholders to either 
exercise or otherwise dispose of their warrants, AEP 
may sell the rights evidenced by such warrants and the 
rights evidenced by warrants which are returned to the 
subscription agent after the initial mailing as 
nondeliverable for any reason. AEP will, if such rights 
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are sold, within 30 days following the fifth anniversary 
of such sale, pay any of the net proceeds then 
remaining unclaimed (as the same may have been 
reduced by the deduction of fees for the administration 
of such funds) pursuant to any applicable provisions of 
the Abandoned Property Law of New York. 


In connection with the subscription rights offering, 
AEP anticipates that it may effect stabilizing transac- 
tions in order to maintain the market price of its 
common stock and/or the rights at levels above those 
which might otherwise prevail in an open market. AEP 
states that it will acquire no more than 900,000 shares 
of its common stock pursuant to these stabilizing 
activities. 


AEP further proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50 under the 
Act, such of the shares of the additional common stock 
as are not purchased pursuant to the subscription offer 
and any shares of common stock acquired by AEP as a 
result of stabilizing activities. The subscription price, 
which will also be the price to be paid by the 
successful bidder or bidders, will be set by AEP shortly 
before the time written proposals are to be submitted. 
The aggregate amount to be paid by AEP to the 
successful bidder or bidders for their commitments 
and obligations under the purchase contract will be 
determined by competitive bidding. The purchase 
contract will obligate the purchasers to make a public 
offering of the shares promptly after the subscription 
expiration date. 


It is stated that the proceeds of the sale of the shares of 
additional common stock and any unsubscribed shares 
are to be used to repay short-term indebtedness and to 
make additional investments in AEP’s operating 
subsidiaries. At March 31, 1977, AEP had outstanding 
an aggregate amount of $95,495,000 of short-term 
debt. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$1,053,020, including subscription agent charges of 
$505,000, printing expenses of $342,000, registrar and 
transfer agent charges of $70,000, and legal fees of 
$35,000. Fees of counsel for the underwriters, to be 
paid by the successful bidders, are estimated at 
$25,000. No state commission and no_ federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19984), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
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are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rules 24 and 50 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20047/May 23, 1977 


In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 
Westborough, Massachusetts 01581 


(70-5750) 


SUPPLEMENTAL ORDER AUTHORIZING EXTENSION 
OF BANK BORROWING AND INCREASE IN AMOUNT 
AUTHORIZED 


New England Electric System (“NEES”), a registered 
holding company, has filed with this Commission 
post-effective amendments to its application-decla- 
ration previously filed and amended in this matter 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 
42(b)(2) and 50(a)(2) promulgated thereunder regarding 
the following proposed transaction. 


By order dated December 1, 1975 (HCAR No. 19272) 
issued in this proceeding, NEES was authorized to 
issue or renew notes of a maturity less than one year 
evidencing short-term bank borrowings provided that 
the aggregate principal amount of such notes 
outstanding at any one time should not exceed 
$25,000,000. Said authorization is to terminate upon 
completion of NEES’s next common share issue, or on 
May 31, 1977, whichever first occurs. 


By post-effective amendments filed in this proceeding 
it is now proposed that (i) the borrowing authority be 
extended until December 31, 1978, and (ii) the 
authorized amount of borrowing be increased from 


$25,000,000 to $52,500,000, subject to a reduction back 
to $25,000,000 as indicated below. 


NEES has outstanding $27,500,000 principal amount of 
3-%% Debentures which mature for payment on June 
1, 1977. The indenture requires NEES to deposit cash 
for such payment with the trustee one day prior to the 
maturity date. NEES has negotiated a loan from John 
Hancock Mutual Life Insurance Company (“Hancock”) 
in the amount of $27,500,000, which loan is the subject 
of a separate proceeding (File No. 70-6002). Under the 
terms of the proposed loan NEES will issue a note and 
receive the proceeds on or before May 31, 1977. It is 
stated that in order to provide for the contingency that 
the Hancock loan is not consumated by May 31, 1977, 
it is necessary for NEES to have authority to issue 
additional short-term notes to banks in the amount of 
$27,500,000. 


Such additional borrowing authority would terminate if 
the necessary funds are obtained from Hancock prior 
to May 31, 1977. If it should become necessary to use 
the proceeds from additional borrowings to pay the 
Debentures at maturity, such additional borrowings 
would be repaid upon receipt of the proceeds from the 
Hancock loan, and the borrowing authority would be 
reduced to $25,000,000. In the event the Hancock loan 
were for any reason not consumated, NEES proposes 
to negotiate a similar transaction with another 
institutional lender and use the proceeds to repay the 
additional borrowings, following which the borrowing 
authority would be reduced to $25,000,000. 


Although no formal commitments have been made, 
NEES expects such borrowings will be effected from 
among the following banks: 


Name of Bank Amount 
Bank of America, North America Divi- 
sion, New York, N.Y. $ 500,000 
Brown Brothers, Harriman and Com- 
pany, Boston, Massachusetts 500,000 
Continental Illinois National Bank and 
Trust Company, Chicago, Illinois 10,000,000 


Chase Manhattan Bank, N.A., New York, 
N.Y. 10,000,000 


Chemical Bank, New York, N.Y. 500,000 
Citibank, N.A., New York, N.Y. 10,000,000 
Irving Trust Company, New York, N.Y. 10,000,000 


Manufacturers Hanover Trust, New York, 


N.Y. 500,000 
Morgan Guaranty Trust Company, 


New York, New York 10,000,000 

The First National Bank of Chicago, 
Chicago, Illinois 500,000 
$52,500,000 


; 


The amounts that NEES may bortow from 4 particular 
bank may be increased or decreased; but.at no time will 
the aggregate amount of short-term borrowings from 
all banks exceed the authorization requested. 


NEES expects to have a common share issue in the 
latter half of 1977. It is proposed that the short-term 
borrowing authority extend beyond the date of such 
common share issue to December. 31; 1978. The 
proceeds from the sale of notes: will ba. made available 
to subsidiaries, particularly (1) New England Power 
Company through the purchase of.additional shares of 
its common capital stock and/of capital contributions 
for its construction program. or: to ‘provide for other 
capitalizable expenditures, and ~2y New England 
Energy Incorporated in furtherance of its exploration 
for, and development and production of, fuel used in 
the NEES System. : a nA 


roe 
4 


No state commission and no "federal commission, 
other than this Commission, has juri8dictidn over the 
proposed transaction. There. wil!’:be no fees or 
expenses incurred in connection with the proposed 
transaction. 4 +, ; 


Due notice of the filing -of-* said past-effective 
amendments to the application-déclaration has been 
given in the manner prescribed in Rule ‘23 promulgated 
under the Act (HCAR No. 19998), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the réecord,. it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and’ that ro adverse findings 
are necessary; and that it is appropriate. in the public 
interest and in the interest of:invéstérs and consumers 
that said application-declaration, as amended, be 
granted and permitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said _ post-effective 
amendments, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 promul- 
gated under the Act, except that certiticates thereunder 
shall be filed quarterly. ; 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary © 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20048/May 24, 1977 - 
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In the Matter of 


NORTH EAST HEAT & LIGHT COMPANY 
North East, Pennsylvania 


(70-5849) 


ORDER AUTHORIZING UNSECURED BORROWINGS 
FROM BANK 


North East Heat & Light Company (“North East”), agas 
utility subsidiary of British American Utilities (“British 
American”), a registered holding company, has filed a 
post-effective amendment to an application-decla- 
ration previously filed with this Commission pursuant 
to Sections 6 and 7 of the Public Utility Holding 
Company Act of 1935 (“Act”) as applicable to the 
proposed transaction. 


North East proposes to issue and sell unsecured notes 
to Manufacturers and Traders Trust Company of 
Buffalo, New York (“Bank’’) in an aggregate principal 
amount of $45,000. The notes will bear interest, 
payable monthly, on the unpaid principal amount 
thereof, at a rate per annum equal to the prime rate 
then in effect at the Bank plus 1-%2%. At the present 
time, based on a prime rate of 6-14 %, the effective cost 
of the borrowings will be 7-3%4%. The notes are to be 
payable on demand and will be prepayable, in whole or 
in part, at any time without premium or penalty at the 
option of North East. No compensating balances are 
required. North East presently has no outstanding 
bank borrowings. It is stated that the proceeds of these 
borrowings will be used to pay North East’s gross 
receipts tax and other currently payable expenses. The 
gross receipts tax was due at the end of April, 1977; in 
light of this consideration North East was granted 
interim authorization to borrow up to $40,000 throough 
May 31, 1977, pending the issuance of a final order in 
this matter. British American and North East have filed 
a plan with this Commission for the reorganization of 
the holding company system (File No. 54-256). That 
plan provides for the liquidation of British American as 
a holding company and the continued corporate 
existence of only North East. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20007), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-decla- 
ration, as amended, be granted and permitted to 
become effective: 
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IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 


the terms and conditions prescribed in Rule 24 
promulgated under the Act. 
IT IS FURTHER ORDERED that the jurisdiction 


reserved in the notice of filing and interim order dated 
April 28, 1977, in this matter to grant further relief 
applied for by North East be, and it hereby is, released. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20049/May 24, 1977 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


(70-5895) 
ORDER RELEASING JURISDICTION 


By an order dated May 17, 1977 (HCAR No. 20030), the 
Commission authorized Georgia Power Company 
(“Georgia”), an electric utility subsidiary of The 
Southern Company, a registered holding company, to 
enter into loan agreements (“Loan Agreements”) with 
Putnam and Coweta Counties, Georgia whereby the 
Development Authorities of the Counties would issue 
and sell pollution control revenue bonds at competitive 
bidding and loan the proceeds from such sales to 
Georgia for the construction of pollution control 
facilities at Georgia’s Branch and Yates electric 
generating facilities. The Loan Agreements provide 
that the payments to be made by Georgia under the 
agreements will be sufficient to pay the principal of, 
premium, if any, and interest on the Development 
Authorities’ bonds as they become due and payable. 
Accordingly, in the order of May 17, 1977, the 
Commission reserved jurisdiction with respect to the 
loan payment obligations to be undertaken by Georgia 
pursuant to the Loan Agreements with the Develop- 
ment Authorities, insofar as such payments are 
affected by the effective interest rate or rates of the 
pollution revenue control bonds to be sold in 
connection with these transactions. 


Georgia has now filed a post-effective amendment to 


its application-declaration stating that the Develop- E 
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ment Authorities of Putnam and Coweta Counties have 
sold, respectively, $14,725,000 and $9,375,000 of 
pollution control revenue bonds at an interest rate in 
each case of 6.4% per annum, resulting in an effective 
interest cost to the Development Authorities of 
6.516363% per annum. 


It is found that, under current conditions, the loan 
payment obligations to be undertaken by Georgia in 
connection with the proposed transactions are reason- 
able and that all the requirements of the Act and the 
rules thereunder are satisfied. 


IT IS ORDERED that the jurisdiction reserved in the 
order of May 17, 1977, over the loan payment 
obligations to be undertaken by Georgia be, and it 
hereby is, released and that the transactions may be 
consummated subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








_ INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9774/May 20, 1977 


In the Matter of 
FUND FOR MUTUAL DEPOSITORS, INC., 


MUTUAL DEPOSITORS SERVICE CORP. 
200 Park Avenue 
New York, New York 10017 


and 


ROGER F. MURRAY, 2nd 
Columbia University 
Graduate School of Business 
625 Uris Hall 

New York, New York 10027 


(812-4119) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Fund for Mutual 
Depositors, Inc. (“FMD”), an open-end, diversified 
management investment company registered under the 


Investment Company Act of 1940 (‘Act’), Mutual 
Depositors Service Corp. (“Service Corp.”) and Roger 
F. Murray, 2nd (‘Murray’) (collectively, the “Appli- 
cants”), filed an application on April 5, 1977, and an 
amendment thereto on April 28, 1977, pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder, for 
an order of the Commission (1) permitting an 
agreement (“Supplemental Agreement”) whereby Ser- 
vice Corp. will indemnify FMD up to $20,000 for certain 
presently unascertained liabilities, and (2) permitting 
Murray to provide certain required collateral to secure 
FMD’s indemnity of Scudder, Stevens & Clark Common 
Stock Fund, Inc. (“Scudder”), an open-end, diversified 
management investment company registered under the 
Act, under an Agreement and plan of Reorganization 
(“Agreement”). All interested persons are referred to 
the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicants state that FMD was organized in 1969 by 
individual savings bank officers and trustees for the 
purpose of making available a low-cost mutual fund to 
people who already have the primary financial 
protection of savings bank deposits. Service Corp., 
organized and operated solely for the purpose of 
paying certain expenses of FMD, has as its sole 
stockholder Central Industry Fund, Inc., a nonstock 
corporation whose members are mutual savings banks 
and the National Association of Mutual Savings Banks. 
Murray has been a director and President of both 
FMD and Service Corp. for the last five years. Of the 
rernaining four directors of Service Corp., two are 
directors and two are officers of FMD. Murray and the 
other directors or officers of FMD or Service Corp. 
have never received compensation from FMD or 
Service Corp. for their services as such. 


The application states that under an agreement with 
Service Corp. (‘‘Service Corp. Agreement’’), FMD 
bears the cost of its stock transfer, custodian, 
accounting and legal services and any expenses 
incurred for taxes, brokerage commissions, or the 
purchase or sale of FMD’s assets as well as the 
investment advisory fee payable to FMD’s investment 
adviser, Smith Barney, Harris Upham & Co. 
Incorporated. The remainder of FMD’s expenses, 
including but not limited to FMD’s organization 
expenses, are paid by Service Corp. In return, the 
agreement obligates FMD to reimburse Service Corp. 
for the Fund’s organization expenses and to pay 
Service Corp. an annual fee equal to .6% of the first 
$20,000,000 of the Fund’s average daily net assets, 
5% of the next $20,000,000 of such net assets and 
.4% of such net assets in excess of $40,000,000. 


Applicants state that the fees paid by FMD have been 
insufficient to cover Service Corp.'s obligations under 
its agreement with FMD. As of December 31, 1976, 
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unrepaid organization expenses of FMD amounted to 
$39,058, and Sevice Corp. had a cumulative deficit of 
approximately $219,037. Applicants further state that 
to meet its obligations, Service Corp. borrowed an 
aggregate of $300,000 from certain banks by issuing 
two series of notes in 1969 and 1974 (‘‘Notes’’): 
$65,000 principal amount of 7-1/8% notes maturing 
June 30, 1984, and $235,000 principal amount of 9% 
notes maturing December 31, 1989. As of March 1, 
1977,(i) no lending bank held more than $15,000 of 
Notes; (ii) the lending banks included banks which 
held an aggregate of approximately 405,334 FMD 
shares; (iii) three of the lending banks own more than 
5% but less than 10% of the outstanding shares of 
FMD: and (iv) four members of the Board of Directors 
of FMD were trustees of lending banks holding an 
aggregate of $50,000 of Notes and approximately 
75,398 FMD shares. After the Board of Directors 
of FMD voted in principle on March 18, 1977, to 
recommend the sale of its assets to Scudder, Murray 
purchased the $15,000 of Notes held by one of the 
affiliated lending banks for the principal amount 
thereof plus interest accrued since January 1, 1977. 
This purchase was made pursuant to an undertaking 
given by Murray just prior to his retirement as a 
trustee of that affiliated lending bank in January, 
1977, after 27 years as a member of its Board of 
Trustees. 


In order to relieve Service Corp. of the burden of some 
of its expenses, at the annual meeting in the fall of 
1975 FMD shareholders were asked to approve an 
amendment to the Service Corp. Agreement under 
which FMD would assume the kind of expenses 
normally carried by other investment companis (see 
under previous paragraph). This amendment became 
effective on November 1, 1975, and during the six 
months ended December 31, 1976, realized a profit of 
$14,050. Under the terms of the Service Corp. 
Agreement, Service Corp. has the right to retain any 
profits realized until its accumulated deficit has been 
eliminated. Any profit realized by Service Corp. 
thereafter would be credited to the fee payable by FMD, 
and would therefore redound to the benefit of FMD 
shareholders. If the proposed exchange with Scudder 
is not consummated, on the basis of FMD’s current net 
assets it is estimated that the fee payable to Service 
Corp. would exceed its expenses, and that Service 
Corp. would continue to be profitable. If FMD’s net 
assets increase, Service Corp.’s net operating profit 
and the amount available for repayment of the Notes 
would also increase. 


The Application also states that under the Service 
Corp. Agreement, if FMD’s shareholders approve the 
consolidation of FMD with another open-end, 
diversified management investment company, FMD 


492/SEC DOCKET 


may terminate the Service Corp. Agreement with no 
further obligation to Service Corp., except for the 
portion of the unreimbursed organization expenses and 
fee accrued to the date of termination. 


FMD proposes to enter into an Agreement with 
Scudder, consummation of which is subject to the 
approval of its shareholders, the granting of this 
Application and other conditions. The Agreement 
provides for the transfer of substantially all of the 
assets of FMD to Scudder in exchange for shares of 
capital stock of Scudder on the basis of the value of 
said assets on the business day preceding the Closing 
Date as defined in the Agreement. Applicants state 
that there is no connection between FMD and Scudder 
or Scudder’s Adviser; no affiliated person of FMD is 
an affiliated person of Scudder or Scudder’s Adviser; 
and no affiliated person of Scudder is an affiliated 
person of FMD. If the Agreement is approved by the 
shareholders of FMD and is consummated, FMD will 
be dissolved as soon as practicable pursuant to Article 
10 of the New York Business Corporation Law. 
Applicants further state that the effect of the ultimate 
dissolution of FMD on FMD shareholders will be the 
distribution to them of the shares of Scudder Capital 
Stock received by FMD in exchange for the transferred 
assets and the subsequent distribution to them of all 
assets, if any, remaining after all FMD’s liabilities 
have been paid and its dissolution completed. FMD 
does not anticipate that its shareholders will receive 
any distribution other than the shares of Scudder 
Capital Stock. 


Applicants also state that under the terms of the 
Agreement with Scudder, FMD is obligated to bear its 
expenses in connection with the proposed reorgani- 
zation. FMD estimates that its reorganization 
expenses may approximate $60,000, but will not 
exceed $65,000. Under the existing Service Corp. 
Agreement, Service Corp. would not be liable for such 
expenses. As part of the proposed reorganization, 
Scudder’s Advisor (Scudder Stevens & Clark) has 
agreed to pay to FMD at the Closing Date the sum of 
$65,000 for expenses incurred by FMD in connection 
with the proposed reorganization and other liabilities 
of FMD. If the proposed reorganization is not 
consummated, FMD will not be reimbursed for its 
expenses in connection with the proposed reorgani- 
zation. Under the Agreement, FMD has the right to 
withhold from the assets transferred to Scudder cash 
(“RETAINED Cash’’) in an amount not to exceed 
$30,000, sufficient to pay known and contingent 
liabilities accrued as of the Closing Date, and its 
anticipated expenses for dissolving and winding up its 
affairs. It is anticipated that such liabilities will accrue 
solely from normal expenses of operation which, under 
the existing Service Corp. Agreement, would be 
payable by FMD (see above analysis for a description 
of such expenses). These known and _ contingent 
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liabilities specifically will not include expenses 
incurred by FMD in connection with the proposed 
reorganization. The exact amount of Retained Cash to 
be set aside cannot be stated at this time, and will be 
determined shortly before the Closing Date. Since 
FMD is already obligated to bear such expenses, 
withholding cash for such known and contingent 
liabilities will have no adverse effect on the calsulation 
of FMD’s net asset value for purposes of the exchange 
under the Agreement with Scudder. If the Retained 
Cash amount is not sufficient to pay the above known 
and contingent liabilities, they will be paid first from 
any excess of the $65,000 contributed by Scudder’s 
Adviser over the amount of the reorganization 
expenses, and thereafter from a $20,000 indemnity to 
be provided by Service Corp. under the Supplemental 
Agreement. 


The application states that the Agreement provides 
that all representations and warranties made 
thereunder shall terminate one year after the Closing 
Date, and requires the deposit in escrow, as security 
for FMD’s obligations, representations and warranties, 
of the number of shares of Scudder Capital Stock (or 
equivalent value) distributed by FMD upon the 
reorganization in exchange for not less than 9,500 
FMD shares. Scudder has agreed that such security 
shall constitute its exclusive remedy for any such 
breaches by FMD. Murray has agreed to personally 
provide the required security for FMD. 


Under Section 719 of the New York Business 
Corporation Law, directors of a corporation who 
authorize the distribution of its assets to shareholders 
after dissolution without adequately providing for all 
known liabilities of the corporation could be liable to 
the corporation for the benefit of its creditors. In 
addition to such known liabilities, FMD would be 
liable for any unknown liabilities represented by valid 
claims filed prior to the expiration of a period of six 
months (‘‘Claims Period’’) following publication of a 
notice under Section 1007 of the Business Corporation 
Law requiring creditors to present their claims in 
writing. Applicants state that in lieu of setting aside 
an additional reserve for such unknown liabilities, 
FMD will, subject to the approval of its shareholders, 
enter into a Supplemental Agreement with Service 
Corp. pursuant to which Service Corp. will agree, if 
FMD’s liabilities during the Claims Period exceed its 
assets, to indemnify FMD up to $20,000 for liabilities 
which are not known by FMD on the Closing Date. 
This $20,000 indemnity will also be applicable to any 
known and contingent liabilities of FMD that cannot 
be met by the Retained Cash account to be established 
by FMD. In _ consideration of Service Corp.’s 
agreement to indemnify FMD, the Supplemental 
Agreement provides that, at the expiration of the 


excess of the $65,000 received from Scudder’s Adviser 


Qercess Period, FMD will pay to Service Corp. any 


for FMD’s reorganization expenses over the sum of (1) 
FMD’s expenses fairly allocable to the reorganization 
and (2) any other liabilities of FMD, to the extent that 
the Retained Cash account shall be insufficient for the 
payment thereof. Under no circumstances will any 
portion of the Retained Cash account be paid to 
Service Corp. or any other affiliated person of FMD in 
connection with the proposed reorganization. 


Applicants state that as soon as practicable following 
the Closing Date, Service Corp. will dissolve. In 
addition, upon the Closing Date, Service Corp. will be 
required under the terms of the Service Corp. 
Agreement with FMD, to take as a loss the unrepaid 
organization expenses of FMD amounting to 
approximately $32,180, thereby substantially reducing 
the present asset coverage of the Notes. Applicants 
further state that Service Corp.’s assets will be 
insufficient, after the payment of current liabilities in 
accordance with its existing agreement with FMD, to 
pay the principal and interest of its outstanding Notes. 
It is estimated that the amount available for the 
payment of such Notes, excluding any payment which 
Service Corp. will make to, or receive from, FMD pur- 
suant to the Supplemental Agreement, will not exceed 
$60,000. The Service Corp. Noteholders have indicated 
that they will agree that, if the Agreement is 
consummated, Service Corp. may liquidate its 
obligations under the Notes by making a pro rata 
distribution to all Noteholders of the amount 
remaining after payment of Service Corp.’s current 
liabilities. This would permit a pro rata distribution to 
the Noteholders of approxiamtely twenty cents for 
each dollar of the outstanding principal amount of the 
Notes. As a holder of $15,000 of the Notes, Murray 
will participate in such distribution to the same extent 
as all the other Noteholders. Each Noteholder, 
including Murray, will therefore incur a loss equal to 
the difference between (1) the face amount of its Notes 
and the interest accrued thereon since January 1, 1977 
and (2) the amount received from Service Corp. in 
liquidation of its obligation on the Notes. 


Rule 17d-i, adopted by the Commission pursuant to 
Section 17(d) of the Act, provides, in pertinent part, 
that no affiliated person or any registered investment 
company and no affiliated person of such a person, 
acting as principal, shall participate in, or effect any 
transaction in connection with any joint enterprise or 
other joint arrangement in which such registered 
company is a participant unless an application 
regarding such joint enterprise or arrangement has 
been filed with the Commission and has been granted 
by an order. A joint enterprise or other joint 
arrangement as used in this Rule is any written or oral 
plan, contract, authorization or arrangement, or any 
practice or understanding concerning an enterprise or 
undertaking whereby a registered investment 


SEC DOCKET/493 








company and any affiliated person of such registered 
investment company, or any affiliated person of such 
a person, have a joint or a joint and_ several 
participation, or share in the profits of such enterprise 
or undertaking. In passing upon such application, the 
Commission will consider whether the participation of 
such registered investment company in such joint 
enterprise or joint arrangement on the basis proposed 
is consistent with the provisions, policies and purposes 
of the Act, and the extent to which such participation 
is on a basis different from or less advantageous than 
that of the other participants. 


Under Section 2(a)(3) of the Act, any officer or director 
of an investment company, or any such person 
controlled by an investment company is an affiliated 
person of such investment company. Service Corp. 
may be considered under the effective control of FMD, 
and therefore to be an affiliated person of FMD, 
because (1) Service Corp. was organized solely for the 
purpose of paying certain expenses of FMD, (2) the 
Board of Directors of FMD, under the terms of the 
Service Corp. Agreement, reviews and approves the 
reasonableness of Service Corp.’s expenses, and (3) all 
of the directors of Service Corp. are either directors or 
officers of FMD. The Supplemental Agreement 
between FMD and Service Corp. may therefore result 
in an affiliate of an investment company participating 
in, or effecting a transaction in connection with, a joint 
arrangement in which the investment company is a 
participant. Moreover, because Murray is an officer 
and director of FMD, he is an affiliated person of 
FMD; and his personally providing the required 
security for FMD in furtherance of the Agreement, in 
conjunction with his status as a holder of the Notes 
and being directly affected as such by the Agreement, 
could result in an affiliate of an investment company 
participating in, or effecting a transaction § in 
connection with, a joint arrangement in which the 
investment company is a participant. 


Applicants submit that, but for the arrangements 
under the Supplemental Agreement with Service 
Corp., FMD would find it advisable to withhold a 
reserve for liabilities not known on the Closing Date. 
Further, if the expenses incurred by FMD in effecting 
the proposed reorganization are not less than the 
estimated $60,000 and no unknown liabilities arise 
during the Claims Period, no more than $5,000 will be 
payable to Service Corp. by FMD under the 
Supplemental Agreement. If, on the other hand, 
unknown liabilities arise during the claims period, or 
the Retained Cash account set aside to pay known and 
contingent liabilities of FMD is not sufficient to meet 
such liabilities, Service Corp. may, depending on the 
amount thereof, receive no payment from FMD and be 
obligated to pay FMD up to $20,000 pursuant to its 
indemnification of FMD under the Supplemental 
Agreement. In any event, consummation of the 
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Agreement will result in a substantial loss to all the 
Service Corp. Noteholders, including Murray. For 
these reason, the Board of Directors of FMD, 
excluding those directors who are also directors of 
Service Corp., unanimously approved the Supple- 
mental Agreement and recommended its adoption by 
the FMD shareholders. 


Applicants also represent that by personally providing 
the required collateral to secure FMD’s agreement 
with Scudder, Murray cannot receive any benefit not 
available to the shareholders of FMD, and may incur 
additional losses. Moreover, even if Service Corp. 
receives approximately $5,000 under the Supplemental 
Agreement with FMD, the proposed reorganization 
will result in an immediate loss to the holders of the 
Notes, including Murray, equal to the interest accrued 
on the Notes since January 1, 1977, and approximately 
78% of the principal value of the Notes. By contrast, if 
the reorganization were not consummated, it is 
anticipated that Service Corp. could continue to operate 
at a profit that would result in a reduction of its 
accumulated deficit and a corresponding increase in 
the amount available for the payment of the Notes. In 
this sense, consummation of the proposed reorganiza- 
tion will be disadvantageous to the holders of the Notes, 
including Murray. 


For the reasons outlined above, Applicants submit that 
the granting of the Application and the issuance of 
such an order would be consistent with the provision, 
policies and purposes of the Act and that, to the extent 
that the participation of FMD is different from that of 
Service Corp. or Murray, it is more advantageous to 
FMD. Accordingly, Applicants request an order of the 
Commission, pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder (1) permitting the Supple- 
mental Agreement whereby Service Corp. will 
indemnify FMD up to $20,000 for certain presently 
unascertained liabilities, and (2) permitting Murray to 
provide certain required collateral to secure FMD’s 
indemnity of Scudder under the Agreement. 


NOTICE !S FURTHER GIVEN that any interested 
person may, not later than June 14, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the addresses stated above. Proof of 
such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
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Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing .upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9775/May 20, 1977 


In the Matter of 


SCUDDER, STEVENS & CLARK COMMON STOCK 
FUND, INC. 

175 Federal Street 

Boston, Massachusetts 02110 


@ and 


SCUDDER, STEVENS & CLARK 
175 Federal Street 
Boston, Massachusetts 02110 


(812-4122) 


NOTICE OF APPLICATION PURSUANT TO RULE 
17d-1 FOR ORDER GRANTING AN EXEMPTION 
FROM SECTION 17(d) OF THE ACT 


NOTICE IS HEREBY GIVEN that Scudder, Stevens & 
Clark Common Stock Fund, Inc. (‘‘Fund’’), an 
open-end, diversified management investment com- 
pany registered under the’ Investment Com- 
pany Act of 1940 (‘‘Act’’), and Scudder, Stevens & 
Clark, the Fund’s investment adviser (‘‘Adviser’’) 
(collectively, ‘‘Applicants’’), have filed an application 
on April 8, 1977, and an amendment thereto on May 
12, 1977 pursuant to Rule 17d-1 of the Act for an order 
exempting Applicants from the provisions of Section 
17(d) of the Act to the extent necessary (1) to permit 
the Adviser and the Fund to join the sharing of certain 
of the Fund’s expenses in connection with the 
proposed asquisition by the Fund, in exchange for 
shares of the Fund, of substantially all the assets of 
Fund for Mutual Depositors, Inc. (‘‘FMD’’), a 


and (2) to permit the Adviser to pay FMD $65,000 in 


Qevae open-end diversified investment company 


connection with such acquisition. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
therein which are summarized below. 


Applicants state that the Fund and FMD propose to 
enter into an Agreement and Plan of Reorganization 
(the ‘‘Plan’’) which provides for the transfer of 
substantially all the assets of FMD to the Fund in 
exchange for shares of capital stock of the Fund on the 
basis of the value of said assets and the net asset 
value per share of the Fund on the business day 
preceding the Closing Date as defined in and pursuant 
to said Plan. In connection with this Plan, the Adviser 
and the Fund have agreed, subject to obtaining the 
requested relief, that the Fund’s out - of - pocket 
expenses of $40,000 being borne one-half by the Fund 
and one-half by the Adviser, with the remainder of 
such expenses in excess of $40,000 being borne by the 
Adviser. The Fund’s out-of-pocket expenses for the 
purpose of this agreement shall include legal and 
accounting fees and the filing fees associated with this 
application, but shall not include state and federal re- 
gistration fees applicable to the shares of the Fund 
to be issued pursuant to the Plan. The Adviser has 
also agreed that it will pay to FMD on the Closing 
Date $65,000 in cash for expenses incurred by FMD in 
connection with this Plan and to insure that, following 
its dissolution, FMD will have adequate reserves for 
its liabilities and estimated expenses. Any excess will 
be paid to Mutual Depositors Service Corp., a 
company organized solely for the purpose of paying 
ongoing expenses of FMD. 


Section 17(d) of the Act and Rule 17d-1 thereunder, 
taken together, provide, in pertinent part, that no 
affiliated person of any _ registered investment 
company and no affiliated person of such a person, 
acting as principal, shall participate in, or effect any 
transaction in connection with any joint enterprise or 
other joint arrangement in which such registered 
company is a participant unless an application 
regarding such joint enterprise or arrangement has 
been filed with the Commission and has been granted 


by an order. A joint enterprise or other joint 
arrangement as used in Rule 17d-1 includes any 
written or oral plan, contract, authorization or 


arrangement, or any practice or understanding 
concerning an enterprise or undertaking whereby a 
registered investment company and any affiliated 
person of such registered investment company, or any 
allfiliated person of such a person, have a joint or a 
joint and several participation, or share in the profits 
of such enterprise or undertaking. In passing upon 
such application, the Commission will consider 
whether participation of such registered company in 
such joint enterprise or joint arrangement on the basis 
proposed is consistent with the provision, policies and 
purposes of the Act and the extent to which such 
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participation is on a basis different from or less 
advantageous than that of other participants. 


The application states that the proposed payment to 
FMD by the Adviser, an affiliated person of the Fund, 
and the proposed expense sharing arrangement 
between the Fund and its Advisor may each be 
deemed to be a joint and several transaction by the 
Fund with an affilliated person of it and that an order 
pursuant to Rule 17d-1 may consequently be necessary 
for each transaction. Applicants submit that to the 
extent the Fund’s participation is different than that of 
the Adviser, (1) with respect to the $65,000 payment, 
the Fund benefits because such payment, which will 
be borne soley by the Adviser, is necessary to induce 
FMD to enter into the transaction with the Fund, 
which transaction will benefit the shareholders of the 
Fund, and (2) with respect to the shared expenses, the 
Fund’s participation is more advantageous than that of 
its affiliate because the $40,000 of expenses to be 
shared by Scudder and the Adviser are, in the first 
instance, expenses of the Fund, and because any 
expenses in excess of $40,000 will be borne solely by 
the Adviser. Applicants further state that there is no 
connection between the Fund and FMD: and no 
affiliated person of FMD is an affiliated person of the 
Fund: and no affiliated person of the Fund is an 
affiliated person of FMD: and that the granting of the 
application would be consistent with the provisions, 
policies and purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 13, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served pesonally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the promulgated under the 
Act, an order disposing of the application will be 
issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9776/May 23, 1977 


In the Matter of 


PACIFIC MUTUAL FUND, INC. 
700 Newport Center Drive 
Newport Beach, California 92663 


(811-2014) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY. 


On April 22, 1977, a notice was issued (Investment 
Company Act Release No. 9733) that Pacific Mutual 
Fund, Inc. (‘‘Applicant’’), registered as an open-end, 
diversified, management investment company under 
the Investment Company Act of 1940 (‘‘Act’’), had 
filed an application on May 12, 1976, and an 
amendment thereto on February 14, 1977, for an order 
of the Commission, pursuant to Section 8(f) of the Act, 


declaring that Applicant has ceased to be an ® 
investment company as defined in the Act. 

The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 

the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 

has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Pacific Mutual Fund, Inc. 
under the Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9777/May 24, 1977 


In the Matter of 


M. KIMELMAN & CO. 
20 Exchange Place 
New York, New York 10005 


(812-4070) 


NOTICE AND ORDER FOR HEARING ON APPLI- 
CATION PURSUANT TO SECTION 6(c) OF THE ACT 
FOR AN ORDER EXEMPTING A PROPOSED TRANS- 
ACTION FROM THE PROVISIONS OF SECTION 17(e) 
OF THE ACT. 


NOTICE IS HEREBY GIVEN that M. Kimelman & Co. 
(“Applicant”), a broker-dealer registered with the 
Commission pursuant to Section 15(b) of the 
Securities Exchange Act of 1934, filed an application 
on December 27, 1976, and amendments thereto on 
April 4, 1977 and May 9, 1977, pursuant to Section 6(c) 
of the Investment Company Act of 1940 (‘Act’), for an 
order exempting from the provisions of Section 17(e) of 
the Act a proposed receipt by it of a finder’s fee of 
$750,000 from Talley Industries, Inc. (“Industries”), 
allegedly earned by Applicant in connection with a 
merger in May, 1970, of Industries and General Time 
Corporation (‘General Time”). At times relevant hereto, 
American Investors Fund, Inc. (“Fund”), registered 
under the Act as a diversified, open-end management 
investment company, was an affiliated person of 
Industries, one of whose directors was a limited 
partner of Applicant. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicant states that it is a New York limited 
partnership consisting of four general partners, 
including Michael Kimelman, and one limited partner, 
Oscar Kimelman (Michael Kimelman’s father), who 
was, from 1961 until August, 1969, a director of 
Industries. Applicant represents that, as part of its 
conduct in the investment banking and general 
securities business, it has, from time to time prior to 
the transaction which is the subject of this application, 
made presentations of investment and acquisition 
opportunities to corporations, with a view toward 
earning a finder’s fee. 


According to the application, the general partners and 
an employee of Applicant collaborated in October, 
1967, on an extensive ‘analysis of General Time’s 
business operations, capital structure, financial sit- 
uation, and growth potential and, in December, 1967, 
Michael Kimelman recommended the stock of General 
Time to Franz G. Talley (“Talley”), president of 
Industries, for consideration as an investment and 
merger possibility for Industries. Applicant represents 
hat there was at that time a mutual understanding 


between Michael Kimelman and Talley that a finder’s 
fee would be payable to Applicant if General Time was 
acquired by, or merged into, Industries. Applicant 
states that, on January 3, 1968, after Talley notified 
Michael Kimelman that the Fund was interested in 
learning about General Time, Michael Kimelman and 
another general partner of Applicant made a present- 
ation to George A. Chestnutt, Jr. (“Chestnutt”), 
president of the Fund and president of Chestnutt 
Corporation, the Fund’s investment adviser, concern- 
ing the investment potential of General Time. 


According to Applicant, Industries placed an initial 
order for the purchase of General Time shares on 
December 26, 1967, and the Fund placed a similar 
initial order on January 5, 1968. Applicant states that 
between January 5, 1968, and February 15, 1968, 
Applicant filled the Fund’s order, acquiring 210,000 
shares of General Time at an average price of $28.49 
per share; that Industries acquired a net total of 
191,500 shares of General Time between December 26, 
1967, and February 23, 1968, at an average price of 
$36.15 per share, also through Applicant as broker. 
Applicant states further (1) that all purchases were 
executed on the New York Stock Exchange, and (2) that 
it received, in connection with all such purchases, the 
usual and customary brokerage commissions which, at 
that time, were at a fixed rate. 


On April 19, 1968, the Commission issued an opinion 
concluding that the Fund and Industries, an affiliate of 
the Fund by reason of the Fund’s ownership of more 
than 5% Industries’ stock, had entered into a joint 
arrangement in violation of Section 17(d) of the Act by 
reason of the aforementioned concurrent acquisition, 
by both, of General Time stock (Investment Company 
Act Release No. 5358, April 19, 1968). 


Applicant states that following an unaccepted merger 
proposal by Industries to the board of directors of 
General Time on February 19, 1968, and despite a 
protracted ensuing period of litigation cited by 
Applicant, (1) proxies were solicited by, among others, 
partners of Applicant, in favor of the election, at 
General Time’s annual shareholders meeting, of a slate 
of directors proposed by Industries; (2) those directors 
were elected to the board of General Time on April 22, 
1968; and (3) in May, 1970, General Time and Industries 
merged. Applicant states its belief that, as a result, the 
Fund received shares of Industries in exchange for its 
previously accumulated 233,396 shares of General 
Time, in accordance with a previous order of the 
Commission exempting the Industries-General Time 
merger from the provisions of Section 17(a) of the Act. 


Applicant represents that in February, 1969, after 
Industries had gained control of General Time but prior 
to the merger, Michael Kimelman and Talley agreed 
that the amount of the finder’s fee should be $750,000, 
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which amount was subsequently approved by Indus- 
tries’ board of directors. 


Section 2(a)(3) of the Act includes, within the 
definition of “affiliated person” of another person, (1) 
any person more than five percent of whose voting 
securities are owned by such other person, and (2) any 
director, partner or co-partner of such other person. 
Thus, at the time when Applicant states that it (1) 
performed the services for which it now seeks the 
finder’s fee, and (2) negotiated the amount of that fee, 
Oscar Kimelman was an affiliated person of an 
affiliated person (Industries) of the Fund. 


Section 17(e)(1) of the Act provides, in part, that it is 
unlawful for an affiliated person of an affiliated person 
of a registered investment company, acting as agent, 
to accept from any source any compensation for the 
sale of property to or for such registered company. As 
previously noted, the merger of Industries and General 
Time, in connection with which Applicant seeks its fee, 
resulted in the acquisition by the Fund of shares of 
Industries in exchange for its shares of General Time. 
However, Applicant asserts that Oscar Kimelman has 
renounced his right to receive, and will not receive, any 
portion of the proposed finder’s fee. 


Applicant states its belief that, in connection with 
Industries’ proposed proxy materials dated April 16, 
1970, the staff of the Commission raised a question as 
to whether receipt by Applicant of the proposed fee 
would violate Section 17(e) and that, accordingly 
Industries, with the acquiescence of Applicant, stated 
in that proxy material that Applicant would not accept 
payment of the fee absent a determination by “an 
appropriate tribunal” that receipt of the fee by 
Applicant would not contravene Section 17(e). Appli- 
cant does not concede that Section 17(e) would 
prohibit the proposed receipt by it of the finder’s fee; 
however, it states that it has filed the application in 
order to exempt that proposed receipt from the 
provisions of Section 17(e) to the extent that Section 
might be applicable and to meet the aforementioned 
condition in Industries’ proxy material. 


Applicant asserts that the terms of the agreement 
under which it would receive the proposed finder’s fee 
of $750,000 are fair and reasonable and do not involve 
overreaching. It states that the fee was negotiated at 
arm’s length by Talley and Michael Kimelman, that 
Oscar Kimelman did not participate in any such 
negotiations and did not participate in the approval of 
the payment of the fee by Industries’ board of 
directors, and that fee represents reasonable compen- 
sation for the investment service performed by 
Applicant for Industries. According to the aplication, 
the amount of the fee was fixed by reference to the 
total market value of the General Time shares 
outstanding at the time of the negotiation of the 
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agreement, rather than as of the date of the anticipated 
merger, because Talley feared that the market value of 
General Time shares would continue to rise. Setting a 
value of $40 per share of General Time, slightly less 
than the month’s average market value at the time of 
approximately $45, the total value of the outstanding 
General Time stock was calculated by Applicant to be 
$100,000,000. Applicant asserts that the proposed 
finder’s fee of $750,000, which does not bear interest, 
is lower than would have been customary through 
application of what is described as the “5-4-3-2-1” 
formula: five percent of the first million dollars of the 
acquisition price, four percent of the second million 
dollars, and so on to one percent of the excess over five 
million dollars. Application of this formula would have, 
Applicant states, produced a calculated fee of $1.1 
million. According to the application, the proposed 
amount of the fee reflects the fact that Applicant had 
received $88,000 in brokerage, in the course of its 
business, for its purchases of General Time shares for 
Industries. 


Applicant asserts that it performed extensive services 
in return for which it seeks its fee, including (1) the 
preparation of an extensive analysis of General Time’s 
business operations, capital structure, financial situ- 
ation and growth potential; (2) visits to General Time’s 
facilities; (3) meetings with that company’s manage- 
ment; (4) preparation and submission to Industries of a 
“confidential memorandum” analyzing General Time as 
a merger candidate; and (5) extensive conversation 
with Industries’ personnel regarding General Time. 


Finally, Applicant asserts that it did not violate Section 
17(d) in the aforementioned joint acquisition of 
General Time stock by Industries and the Fund; that it 
was not a party to any agreement which might have 
been reached by the Fund and Industries to act in 
concert in such joint acquisition; that Applicant never 
discussed the possibility of a General Time-Industries 
merger with representatives of the Fund, and that 
Michael Kimelman did not learn until several weeks 
after January 3, 1968 (the date of Applicant’s 
presentation to Chestnutt of the investment potential 
of General Time), that Industries had decided to 
undertake the acquisition of General Time. 


Section 6(c) of the Act provides, in part, that the 
Commission may conditionally or unconditionally 
exempt any person or transaction from any provision of 
the Act, if and to the extent that such exemption is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


It appearing to the Commission that it is appropriate 





in the public interest and in the interest of vation QD 


that a hearing be held with respect to the application: 


Fund and 
Qeeres Time stock, and (2) 


IT IS ORDERED, pursuant to Section 40(a) of the Act, 
that a hearing on the aforesaid application under the 
applicable provisions of the Act and the Rules of 
the Commission thereunder be held on July 18, 1977, 
at 10:00 A.M., in Room 858 at the offices of the 
Securities and Exchange Commission, 500 North 
Capitol Street, N.W., Washington, D.C. 20549. 


Any person other than the Applicant desiring to be 
heard or otherwise wishing to participate in this 
proceeding is requested to file with the Secretary of 
the Commission, on or before July 1, 1977, his 
application pursuant to Rule 9(c) of the Commission’s 
rules of practice setting forth the nature and extent of 
his interest in the proceeding and any issues of law or 
fact which he desires to controvert or any additional 
issues which he deems raised by this Notice and Order 
or by such application. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address noted above, and proof of such service (by 
affidavit or, in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. Persons filing an application to participate or 
be heard will receive notice of any adjournment of the 
hearing as well as other actions of the Commission 
involving the subject matter of this proceeding. 


IT IS FURTHER ORDERED, that any officer or 
officers of the Commission, designated by it for that 
purpose, shall preside at said hearing. The officer so 
designated is hereby authorized to exercise all the 
powers granted to the Commission under Sections 41 
and 42(b) of the Act and to an Administrative Law 
Judge under the Commission’s Rules of Practice. 


The Division of Investment Management has 
determined that, based upon examination of the 
application, the following matters and questions are 
presented for consideration, without prejudice to its 
specifying additional matter and questions upon 
further examinations: 


(1) Whether the terms of the proposed transaction, 
including the consideration to be received, are fair and 
reasonable and do not involve overreaching on the part 
of any person concerned; 


(2) Whether the proposed transaction is consistent 
with the general purposes of the Act; and 


(3) Whether it is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act to exempt the 
proposed receipt of the finder’s fee from the 
provisions of Section 17(e) of the Act, particularly in 
view of (1) the role of Applicant as broker for both the 

Industries in their 1968 acquisition of 
the fact that such 


acquisition has previously been determined to have 
violated Secion 17(d) of the Act. 


IT IS FURTHER ORDERED, that at the aforesaid 
hearing attention be given to the foregoing matters. 


IT IS FURTHER ORDERED, that the Secretary of the 
Commission shall give notice of the aforesaid hearing 
by mailing a copy of this Notice and Order by certified 
mail to M. Kimelman & Co. at the address noted 
hereinabove, that notice to all other persons be given 
by publication of this Notice and Order in the ‘‘SEC 
Docket,’’ and that an announcement of the aforesaid 
hearing shall be included in the ‘‘SEC News Digest.”’ 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 588/May 24, 1977 


In the Matter of 


HARBINE FINANCIAL SERVICE 
112 Roosevelt Street 
Closter, New Jersey 07624 


(803-3) 


NOTICE OF AN ORDER FOR HEARING ON APPLI- 
CATION PURSUANT TO SECTION 206A OF THE ACT 
FOR AN ORDER OF EXEMPTION FROM SECTION 
205(1) OF THE ACT AND THE RULES THEREUNDER. 


NOTICE IS HEREBY GIVEN that Harbine Financial 
Service (“Applicant”), a sole proprietorship registered 
as an investment adviser under the Investment 
Advisers Act of 1940 (‘‘Act’’), filed on July 13, 1976 an 
application pursuant to Section 206A of the Act for an 
order of the Commission exempting it from Section 
205(1) of the Act and the rules thereunder in 
connection with a proposed fee schedule which would 
be based in part cn Applicant’s receiving a portion of 
the capital gains upon its clients’ funds. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Section 205(1) of the Act, in pertinent part, prohibits an 
investment adviser from entering into or performing 
any investment advisory contract which provides for 
compensation to the investment adviser on the basis of 
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a share of the capital gains upon or the capital 
appreciation of the funds or any portion of the funds of 
a client. 


Applicant, which manages investment advisory ac- 
counts for clients based on the clients’ individual 
needs, has filed this application seeking the exemption 
from Section 205(1) and the rules thereunder necessary 
to permit it to use a fee schedule which requires certain 
of Applicant’s clients to pay Applicant an advisory fee 
ranging from 15% to 45% of the client’s net earnings, 
which are defined to include both the capital gains and 
the dividends upon the client’s portfolio. The fee 
percentage varies based on the particular investment 
plan the client selects. 


Applicant represents that is does not believe that it has 
earned a fee unless its clients have profited from its 
recommendations and that a fee based on the client’s 
net earnings is therefore appropriate. Applicant also 
believes that an investment adviser will be more 
conscientious about its advisory activities if its receipt 
of an advisory fee is contingent on the success of its 
clients’ investments. 


Applicant further represents that it has no intention of 
engaging in speculative investments on behalf of its 
clients and that it believes that the Commission should 
permit investors to enter into any type of compensation 
arrangements with their investment advisers as long as 
they do so voluntarily. Accordingly, Applicant has filed 
an application pursuant to Section 206A of the Act for 
an exemption from Section 205(1) of the Act and the 
rules thereunder. Section 206A of the Act provides 
that: 


“The Commission, by rules and regulations, upon its 
own motion, or by order upon application, may 
conditionally or unconditionally exempt any person or 
transaction, or any class or classes of persons, or 
transactions, from any provision or provisions of this 
title or of any rule or regulation thereunder, if and to 
the extent that such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of this title.” 


It appears to the Commission that it is appropriate in 
the public interest and in the interest of investors that a 
hearing be held with respect to the application. 
Accordingly, 


IT IS ORDERED, pursuant to Section 211(c), that a 
hearing on the aforesaid application under the 
applicable provisions of the Act and the rules of the 
Commission thereunder be held on the 29th day of 
June 1977 at 10:00 a.m., in the offices of the 
Commission, 500 North Capitol Street, N.W., Wash- 
ington D.C. 20549. At such time the Hearing Room 
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Clerk will advise as to the room in which such hearing 
will be held. Any person, other than the Applicant, 
desiring to be heard or otherwise wishing to participate 
in the proceeding is directed to file with the Secretary 
of the Commission, on or before the 27th day of June 
1977, his request pursuant to Rule 9(c) of the 
Commission’s Rules of Practice. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address noted above, and proof of 
service (by affidavit, or, in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. 


IT IS FURTHER ORDERED that any officer or officers 
of the Commission to be designated by it for the 
purpose shall preside at said hearing. The officer so 
designated is hereby authorized to exercise all the 
powers granted to the Commission under Sections 
209(b) and 212 of the Act, and to a hearing officer under 
the Commission’s Rules of Practice. 


The Division of Investment Management has advised 
the Commission that it has made a preliminary 
examination of the application, and that upon the basis 
thereof the following matters are presented for 
consideration without prejudice to its specifying 
additional matters upon further examination: 


(1) whether Section 205(1) of the Act and the rules 
thereunder permit Applicant to use its proposed fee 
schedule; and 


(2) whether the requested exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


IT IS FURTHER ORDERED that at the aforesaid hearing 
attention be given to the foregoing matters, and 


IT |S FURTHER ORDERED that the Secretary of the 
Commission shall give notice of the aforesaid hearing 
by mailing a copy of this Order by certified mail to the 
Applicant, and that notice to all persons shall be given 
by publication of this Order in the Federal Register, 
and that a summary of the Order shall be included in 
the “SEC News Digest” and that a copy of this Order 
shall be published in the “SEC Docket.” 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 7928/May 20, 1977 
SEC v. WORLD MINT, ET AL. 
(C.D. CA Civil Action No. 74-1378-RF) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office of the Securities and Exchange 
Commission, has announced the conclusion of the 
Commission’s civil injunctive action against World 
Mint, Inc. and 13 other defendants. On May 20, 1974, 
the Commission filed a civil injunctive action against 
World Mint, Inc. of Laguna, California, Ships Stores, 
Inc. of Garden City South, New York, Alexander 
“Ozzie” Curtis of Beverly Hills, California, Morr 
Industries, Inc. of Beverly Hills, California, Milton 
Cohn of Beverly Hills, California, Nevada Securities 
Transfer Corporation of Laguna Beach, California, 
Harold B. Silene of San Clemente, California, Robert 
& Goodwin of San Clemente, California, H. Deworth 

illiams of Salt Lake City, Utah, John Warren Williams 
of Salt Lake City, Utah, Nathan Debin of Westbury, 
New York, Canon Drive Corporation of Beverly Hills, 
California, Frances H. Cording of Van Nuys, California 
and Eugene D. Massaro charging them with violations 
of the registration and anti-fraud provisions of the 
federal securities laws in connection with the sale of 
the securities of World Mint, Inc. and Ships Stores, 
Inc. 


On November 30, 1976, the Honorable Robert Firth, 
United States District Judge for the Central District of 
California, entered orders permanently enjoining Cohn, 
Goodwin, Debin, Cording, and Canon Drive Corpo- 
ration, from further violations of the registration 
provisions of the federal securities laws and Curtis 
from further violations of the registration and 
anti-fraud provisions of the federal securities laws. The 
Court also ordered Curtis to report all of his securities 
holdings and transactions in public companies to the 
Los Angeles Regional Office on a quarterly basis. The 
defendants consented to the entry of the injunctions 
and the consents of Cording, Debin and Canon Drive 
Corporation were made without admitting or denying 
the allegations in the Commission’s complaint. 


Additionally, on December 23, 1976, Judge Firth 
@r:~ orders enjoining Morr Industries and Nevada 


Securities Transfer Corporation from further viola- 
tions of the registration and anti-fraud provisions of 
the federal securities laws. Both defendants consented 
to the entry of the permanent injunctions. 


On April 18, 1977, Judge Firth entered orders as to the 
remaining three defendants. (On March 18, 1975, 
Judge Firth entered an order of permanent injunction 
by consent, without admitting or denying the 
allegations of the Commission’s complaint, against 
Ships Stores, Inc. and on November 4, 1976, entered 
default judgments of permanent injunction against 
World Mint, Inc. and Harold B. Silene.) Under terms of 
a settlement, H. Deworth Williams and John Warren 
Williams will remain under a court order proscribing 
further violations of the federal securities laws. An 
order dismissing the action as to Eugene D. Massaro 
was also entered at the request of the Commission. 
Massaro is missing and believed to be deceased. 


For more information see Litigation Release No. 6378, 
May 24, 1974. 





Litigation Release No. 7929/May 20, 1977 


SEC v. CHARLES A. CARTER, et al. 
(S.D. Miss. J77-0166(R)) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced the filing of a complaint in the United 
States District Court for the Southern District of 
Mississippi, at Jackson, on May 13, 1977, seeking 
preliminary and permanent injunctions against Charles 
A. Carter, of Jackson, Mississippi, C.D. Shields, of 
Meridian, Mississippi, Ray A. Jones, of Carrollton, 
Texas, and American Savings Insurance Company, 
Plaza Investment Company and Edwin L. Figg, all of 
Jackson, Mississippi. 


The Commission’s complaint charges Carter, Shields, 
Jones and American Savings Insurance Company with 
violations of the anti-fraud provisions of the Securities 
Act of 1933 and anti-fraud provisions of the Securities 
Exchange Act of 1934 in the offer and sale of savings 
accounts in the form of passbook accounts and 
certificates of deposit of Bankers Trust Savings and 
Loan Association (“Bankers Savings & Loan”), a 
savings and loan association chartered by the State of 
Mississippi. The defendants are charged with making 
misrepresentations and omissions concerning, among 
other things, the insurance of savings accounts. 


The Commission’s complaint further charges Carter, 
Shields, Jones, Plaza Investment Company and Figg 
with violations of the anti-fraud provisions of the 
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Securities Act of 1933 and anti-fraud provisions of the 
Securities Exchange Act of 1934 in the offer and sale of 
debentures of Bankers Trust Company, a Jackson, 
Mississippi corporation now under Chapter X of the 
Bankruptcy Act. The defendants are charged with, 
among other things, falsely leading purchasers of said 
securities to believe that said securities were issued by 
Bankers Savings & Loan and omitting to state the 
operating losses and financial condition of Bankers 
Trust Company. 


The Commission’s complaint further charges Carter, 
Shields and Jones with violations of the anti-fraud 
provisions of the Securities Act of 1933 and anti-fraud 
provisions of the Securities Exchange Act of 1934 in 
the offer and sale of promissory notes of Bankers Trust 
Company. The defendants are charged with, among 
other things, falsely leading purchasers of said 
securities to believe that said securities were issued by 
Bankers Savings & Loan and omitting to state the 
operating losses and financial condition of Bankers 
Trust Company. 





Litigation Release No. 7930/May 20, 1977 


SECURITIES AND EXCHANGE COMMISSION vy. 
ANHEUSER-BUSCH, INC. 

(United States District Court for the District of 
Columbia) 

Civil Action No. 77-0845 


The Securities and Exchange Commission (“Commis- 
sion”) announced today the filing of a civil injunctive 
action in the United States District Court for the 
District of Columbia against Anheuser-Busch, Inc. 
(“A-B”), alleging violations of the anti-fraud reporting 
and proxy provisions of the federal securities laws. 
A-B, a Missouri corporation wjth principal offices in St. 
Louis, is the largest brewer of beer and malt beverages 
in the United States. 


The Commission’s Complaint alleges that from 1971 
and thereafter, A-B made approximately $2.7 million in 
payments of money to beer and malt beverage 
wholesalers, retailers and their agents as inducements 
to purchase A-B products, in possible violation of 
federal, state and local liquor laws and regulations. 
The Complaint alleges that the existence of those 
payments was not disclosed in registration state- 
ments, proxy soliciting materials, and annual and 
periodic reports filed with the Commission. 


The Complaint identifies the following methods by 
which such payments were accomplished: 


(1) the direct payment of approximately $600,000 by 
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A-B to concessionaires which operated restaurant or 
other food and beverage facilities at airports, stadiums 
and other similar facilities; 


(2) payment of approximately $1.9 million by A-B A) 
various of its wholesalers to reimburse them for 
payments they made to retailers; 


(3) the concealment of certain payments by means of 
preparing and causing recipients to prepare sham 
contracts, invoices, agreements and other documents; 


(4) the direction of payments through third parties, 
including $120,000 in overpayments on contracts with 
an outside maintenance company, which overpay- 
ments were forwarded to retailers, in order to conceal 
the true nature and source of the payments. 


The Complaint further alleges that A-B, in connection 
with its inducements, made false and misleading 
entries in its books and records to account for some of 
such payments, filed false financial statements with 
the Commission, and participated with recipients of its 
payments in activities which may have resulted in the 
preparation of false books and records by those 
recipients with the effect of concealing the payment of 
such inducements. 


With respect to the payments, the Complaint alleges 
that the registration statements, proxy soliciting 
materials and annual and periodic reports were 
materially false and misleading because they omitted 
to state the possible illegality of such activities, the 
knowledge of such activities by the company’s 
management, and the risks of engaging in such 
activities, including the sanctions to which A-B may be 
exposed by virtue of having engaged in such activities. 


The Complaint also alleges that during 1972 A-B made 
an undisclosed cash payment of $250 to a candidate for 
political office and that in connection with such 
payment and in order to conceal its true nature A-B 
prepared false books and records. 


Simultaneously with the filing of the Complaint, 
without admitting or denying the allegations of the 
Complaint, A-B consented to the entry of a Final 
Judgement of Permanent Injunction by the District 
Court against violations of the anti-fraud, reporting and 
proxy provisions of the federal securities laws. 


In addition to consenting to the entry of a Judgment of 
Permanent Injunction, A-B agreed to certain ancillary 
relief, including: 


(1) the employment by the Auditing Committee of 
A-B’s Board of Directors of a Review Person 
satisfactory to the Commission to review the 

procedures and methods utilized by the auaitinn ® 


committee in its previously conducted investigation, 
information concerning which was contained in A-B’s 
Current Report on form 8-K for the month of August, 
1976, and who shall communicate the results of that 
review in writing to the Auditing Committee, the 
Commission and the Court; 


(2) the review and evaluation by the Review Person of 
the disclosure contained in A-B’s August, 1976 8-K; 
and the inclusion in his report of the results of this 
review and evaluation together with conclusions 
regarding the adequacy of disclosure and recommend- 
ations regarding the necessity of additional disclosure; 


(3) subsequent to the filing of the Review Person’s 
report, the filing by A-B with the Court and with the 
Commission as an amendment to its August, 1976 
8-K, of a report containing any additional or modified 
disclosure or A-B’s conclusion that none is necessary, 
which conclusion can be challenged by the Commis- 
sion in an application to the Court to compel further 
disclosure; and 


(4) the maintenance by A-B of a policy previously 
adopted prohibiting the making of payments or 
rendering of merchandise in violation of federal, state 
or local law governing the sale of malt beverages and 
the advance disclosure on Form 8-K of any change in 
such a policy. 


©": Commission’s action against A-B is an outgrowth 


of a cooperative program between the Commission and 
the Bureau of Alcohol, Tobacco and Firearms with 
respect to the activities of certain publicly-held 
companies in the beer, wine and alcoholic beverage 
industry. 





Litigation Release No. 7931/May 20, 1977 


S.E.C. v. KODIAK INDUSTRIES, et al., 

Civil Action No. 76-983-N 

(United States District Court for the Southern District 
of Califonia) 


The Securities and Exchange Commission announced 
that on May 19, 1977 the Honorable Leland C. Nielsen, 
United States District Judge for the Southern District 
of California, entered a Final Judgment of Permanent 
Injunction against C. Arnholt Smith (“Smith”) enjoin- 
ing him from further violations of Section 10(b) 
(antifraud), 13(a) (reporting), 14(a) (proxy), 13(d) 
(Williams Act), 14(d) and 14(e) (tender offer) of the 
Securities Exchange Act of 1934 and the Rules 
promulgated thereunder. 


The Commission’s complaint, filed on October 28, 


> Qo” alleged that since approximately May, 1972, 


defendants Dominic J. Alessio (“Alessio”), Anthony 
Alessio (“A. Alessio”), Alvin G. Rosa (“Rosa”) and 
Smith engaged in a scheme to conceal the defendants’ 
intentions to effect a merger of Fortuna Corporation 
(“Fortuna”), a publicly held corporation which operates 
race tracks in New Mexico, into Kodiak Industries 
(“Kodiak”), a private corporation owned by the 
Alessios and Rosa. The complaint further alleged that 
the purpose of this merger was to enable the individual 
defendants to appropriate the assets and cash flow of 
Fortuna for their personal benefit. In addition to 
concealing the intentions of the defendants to merge 
Fortuna into Kodiak, the complaint also alleged that 
the defendants engaged in a scheme to conceal 
Smith’s control of, relationship to and business 
transactions with Kodiak and Fortuna. 


The Commission alleged that the defendants effected 
these schemes by, among other means, the filing with 
the Commission and the dissemination to Fortuna 
shareholders of false and misleading annual reports, 
proxy materials, Schedules 13D and tender offer 
statements which statements were utilized in connec- 
tion with a cash tender offer made by Kodiak for 
Fortuna shares in December, 1974. 


Smith consented to the entry of the injunction without 
admitting or denying the allegations of the Commis- 
sion’s complaint. Previously, on October 28, 1976, the 
other defendants consented to the entry of similar 
injunctions, also without admitting or denying the 
allegations of the complaint. (See Litigation Release 
No. 7622/October 28, 1976) 





Litigation Release No. 7932/May 23, 1977 


SEC v. PROGRESSIVE FARMERS ASSOCIATION 
(W.D. Mo. 77-3220-CV.S) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on May 13, 1977, the 
Commission filed a complaint in the United States 
District Court in Springfield, Missouri, seeking an 
injunction against Progressive Farmers Association 
(“PFA”) from further violations of the anti-fraud 
provisions of the Securities Act of 1933 and the 
Securities Exchange Act of 1934. On that same date, 
United States District Judge William R. Collinson 
entered a final judgment of permanent injunction 
which enjoined PFA from the offer and sale of its 
securities in violation of the anti-fraud provisions of 
the Federal securities laws. 


PFA, a Springfield, Missouri agricultural cooperative 
marketing association, consented to the entry of the 
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injunction without admitting or denying the allegations 


of the Commission’s complaint. That complaint 
alleged that purchasers of securities issued by PFA 
were being given false and misleading financial 
information and that PFA did not have available 
accurate and current financial information. 





Litigation Release No. 7933/May 23, 1976 


SECURITIES AND EXCHANGE COMMISSION vy. 
BETHMANN BANK, FRANCISCO VALLES, HANS 
DITTMAR, HEINZ SCHWAKE, AND DIETER HEINE- 
MANN 

(U.S. District Court for the District of Columbia) Civil 
Action No. 77-0872 


The Securities and Exchange Commission (“Commis- 
sion”) announced on May 23, 1977, the filing of a 
complaint in the U.S. District Court for the District of 
Columbia against Bethmann Bank (“Bethmann”), a 
private West German bank, and four residents of West 
Germany, Francisco Valles (“Valles”), Hans Dittmar 
(“Dittmar”), Heinz Schwake (“Schwake”), and Dieter 
Heinemann (“Heinemann”), charging violations of 
Section 13(d) of the Securities Exchange Act of 1934 
(“Exchange Act”) and the rules thereunder. 


According to the Commission’s complaint, Bethmann 
and the four West German residents, after acquiring as 
a group more than five percent of the common stock of 
General Semiconductor Industries, Inc. (“GSI”), a 
Tempe, Arizona manufacturer of semi-conductor 
products whose common stock is registered with the 
Commission, failed to file a statement containing the 
information required by Schedule 13D and amend- 
ments thereto containing required disclosure concern- 
ing their acquisitions, holding and disposition of GSI 
common stock. 


According to the Commission’s complaint, Valles is a 
former employee of a wholly-owned subsidiary of E.F. 
Hutton & Co., a broker-dealer registered with the 
Commission, and Dittmar, Schwake and Heinemann 
are Kursmaklers (securities brokers) on the Frankfurt 
West Germany Stock Exchange. 


The Commission is seeking in its complaint to have the 
defendants permanently enjoined from violating Sec- 
tion 13(d) of the Exchange Act and the rules thereunder 
with respect to GSI or any other issuer and to have the 
court direct the defendants to file the requisite 
information required in Schedule 13D. Further, the 
Commission is seeking to prohibit the defendants from 
transferring, voting or receiving any economic benefit 
from their shares of GSI common stock, pending 
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compliance with the requirements of Section 13(d) of 
the Exchange Act and the rules thereunder. 





Litigation Release No. 7934/May 25, 1977 


U.S. v. INSTITUTIONAL SECURITIES OF COLORADO, 
INC., et al., 
(D. Colo., 77-CR-128) 


Cathlin Donnely,Acting United States Attorney for the 
District of Colorado, and Robert H. Davenport, 
Administrator of the Denver Regional Office of the 
Securities and Exchange Commission announced the 
return of a 40 count indictment by a federal grand jury 
in Denver, Colorado on April 15, 1977 charging 
Institutional Securities of Colorado, Inc., a registered 
broker-dealer of Denver, Colorado, Abraham B. 
Goldberg and William Axel Bernhard, both of Denver, 
Colorado and both officers and directors of ISOC, with 
violations of the antifraud, net capital, books and 
records and broker-dealer reporting provisions of the 
Securities Act of 1934, as amended and Sections 2, 
1001, 1014, 1341, 1343, and 371 of Title 18 of the United 
States Code. Stanley Richards of Denver, Colorado, a 
trader employed by ISOC, was charged in the same 
indictment with violating the antifraud, record- 
keeping, and net capital provisions of the Securities 
Exchange Act of 1934, as amended. 





Litigation Release No. 7935/May 25, 1977 


S.E.C. v. VINCENT F. CHIARELLA 
Civil Action No. 77-2534 


The Securities and Exchange Commission announced 
today that it filed a civil Complaint in the U.S. District 
Court for the Southern District of New York against 
Vincent F. Chiarella of New York, New York, seeking to 
enjoin him from violating the federal securities laws 
and certain other relief. 


The Complaint charges that in 1976 Chiarella made 
over $28,000 in profits in securities transactions which 
profits were enabled by purchases of securities on the 
basis of material non-public information. It is alleged 
that Chiarella purchased the stock of Sprague Electric 
Company, Food Town Stores, Inc. and Booth 
Newspapers before public announcements of impend- 
ing tender offers for such stock by General Cable 
Corp., Times Mirror Company, and Establishment 
Delhaize Freres & Cie., respectively. It is also alleged 
that he purchased the stock of Riviana Foods, Inc. 
prior to the public announcement of a merger 





agreement with Colgate-Palmolive Company. It is 


further alleged that Chiarella obtained the information’ 


concerning the tender offers and the merger in the 
course of his employment as a typesetter with Pandick 
Press, Inc., a printer which printed the materials 
relating to the aforementioned tender offers and 
merger. After the public announcements of tender 
offers and merger, Chiarella sold at a profit shares of 
each of the target companies. 


The Complaint was filed simultaneously with a 
Consent of Chiarella whereby Chiarella, without 
admitting or denying the allegations in the Complaint, 
consented to the entry by the Court of a Final 
Judgment (1) permanently enjoining him from violating 
the anti-fraud provisions of Sections 10(b) and 14(e) of 
the Securities Exchange Act and Rule 10b-5 thereunder 
in connection with the purchase or sale of or tender 
offer for any security, (2) ordering him to pay $28,979 
into the Registry of the Court for the benefit of persons 
who sold him the stock of the four companies in the 
transactions cited in the Complaint or, if any seller 
cannot be located, to pay the remaining balance to 
General Cable, Time Mirror, Establishment Delhaize 
Freres & Cie., and Colgate-Palmolive, and (3) ordering 
him to give written notice to his employer, so long as it 
is a financial printer, of his securities transactions. 


The New York Stock Exchange assisted the Commis- 


in the development of this case. 





Litigation Release No. 7936/May 25, 1977 


U.S. v. WILLIAM H. BROWN, et al. 
(W.D. Pa., Criminal Action No. 76-281) 


Blair A. Griffith, United States Attorney for the Western 
District of Pennsylvania, and Paul F. Leonard, 
Administrator of the Washington Regional Office and 
Thomas H. Monahan, Assistant Regional Administra- 
tor (Philadelphia Branch Office), of the Securities and 
Exchange Commission announced that on May 10, 
1977, after a three-week jury trial in federal district 
court in Pittsburgh, Pennsylvania, William H. Brown 
and Dale R. McDonald were found guilty of 19 counts 
of securities fraud, mail fraud, the sale of unregistered 
securities and conspiracy to violate these statutes. 


Evidence presented at the trial established that 
between September 1971 and July 1975 Brown, 
McDonald and others had induced approximately 125 
persons to invest $1.7 million in investment contracts 
of Investors Security Leasing Corporation by the use of 
false and misleading statements relating principally to 


@. financial condition of the company and the manner 


n which investors’ money was used by the company. 


Evidence adduced showed that investors entrusted 
their securities to Brown and McDonald in exchange 
for such investment contracts, that Brown and 
McDonald used the securities entrusted to them as 
collateral for personal loans, and forged names of 
investors on stock powers and hypothecation agree- 
ments in connection with such loans, and that such 
scheme netted Brown in excess of $300,000 and 
McDonald in excess of $93,000. 


Judge William W. Know, who presided at the trial, has 
scheduled sentencing for June 28, 1977. 


For further information, 
Numbers 7129 and 7822. 


see Litigation Release 





Litigation Release No. 7937/May 25, 1977 


SEC v. INTERNATIONAL FILM CORP., et al 
(C.D. CACV-77-1775-AAH) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office of the Securities and Exchange 
Commission, announced that on May 17, 1977, the 
Commission filed a complaint in the United States 
District Court For the Central District of California 
seeking to enjoin International Film Corp. of Holly- 
wood, California (IFC), International Film Enterprises 
of Hollywood, California (IFE), General Film Corp. of 
Hollywood, California (GFC), Controlled Film Market- 
ing, Inc. of Hollywood, California (CFM), Verland T. 
Whipple of Hollywood, California, Winston Christen- 
sen of Arcadia, California, Raymond Jones of 
Huntington Beach, California, Joseph Graves of 
Lancaster, California and Ruth H. Budd of Lancaster, 
California, from further violations of the registration 
and anti-fraud provisions of the Federal securities 
laws. The Commission’s complaint also seeks ancillary 
relief in the form of an order requiring an accounting 
and the appointment of receivers for IFC, IFE, GFC and 
CFM. 


Concurrently with the filing of the complaint, the 
Commission filed an application for a temporary 
restraining order and a motion for a_ preliminary 
injunction against all nine defendants. 


The complaint alleged that the defendants are currently 
involved in the fraudulent offer and sale of limited 
partnership interests and promissory notes. It was 
further alleged that the limited partnerships organized 
and promoted by the defendants were falsely 
represented to be in the business of acquiring, 
producing and distributing motion pictures; and that 
the defendants failed to disclose that in many 
instances they had dissipated investors’ funds and 
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mismanaged the partnerships’ assets. The complaint 
also alleged that the defendants offered and sold 
promissory notes in CFM, with payment of interest and 
points to come from motion picture box office receipts, 
when, in fact, any such payments were made from 
funds raised from new investors. The complaint further 
alleged that defendants made false representations 
regarding their investment programs which relate to: 
the tax benefits of the investments; the defendants’ 
track record; contracts with prominent entertainment 
personalities; the defendants’ financial condition; and 
investors’ rights to future income from the exhibition of 
motion pictures. 


On May 17, 1977, District Judge A. Andrew Hauk 
entered temporary restraining orders against all nine 
defendants and ordered them not to dispose of assets 
or destroy property related to the matters set forth in 
the complaint. 





Litigation Release No. 7938/May 25, 1977 


U.S. v. HARRY E. NILES, et al., 
(USDC, Northern District of Texas, Dallas Division, 
CR3-77-15) 


Michael Carnes, United States Attorney for the 
Northern District of Texas, Robert H. Davenport and 
Richard M. Hewitt, Administrators of the Denver and 
Ft. Worth Regional Offices of the Securities and 
Exchange Commission respectively, today announced 
that on April 29, 1977 sentences were imposed upon 
defendants Howard P. Carroll, Robert C. Wilson and 
Jerry A. McFarland. 


On April 5, 1977, a jury in the United States District 
Court for the Northern District of Texas found the 
defendants Howard P. Carroll and Robert C. Wilson 
guilty on 7 counts and the defendant Jerry A. 
McFarland on 1 count of a 10 count indictment. 
Howard P. Carroll was sentenced to imprisonment for a 
period of 5 years and fined $2,500 on his conviction of 
violating the conspiracy statute and to a term of 
imprisonment of 5 years on each of 4 counts which 
charged him with fraud in the offer and sale of 
securities. These sentences are to run concurrently 
with each other and the sentence on count 1. Further, 
the order provides that the defendant shall be eligible 
for parole at such time as the Paroie Commission may 
determine. Imposition of sentence on his conviction 
for aiding and abetting in mail fraud on two counts was 
suspended and he was placed on probation for a period 
of 4 years to run concurrently and to run consecutively 
to the sentence imposed on the conspiracy count upon 
the condition, among others, that Mr. Carroll perform 
voluntary services in the community for up to 5 hours 
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per week. Execution of this sentence was stayed 
pending appeal. 


Robert C. Wilson was sentenced to imprisonment for ® 
period of 2 years and fined $3,000 on his conviction of 
violating the conspiracy statute and to a term of 
imprisonment of 2 years on each of four counts which 
charged him with fraud in the offer and sale of 
securities. These sentences are to run concurrently 
with each other and the sentence on count 1. Further, 
the order provides that the defendant shall be eligible 
for parole at such time as the Parole Commission may 
determine. Imposition of sentence on his conviction 
for aiding and abetting in mail fraud on 2 counts was 
suspended and he was placed on probation for a period 
of 4 years to run concurrently and to run consecutively 
to the sentence imposed on count 1, upon the 
condition that he participate in a treatment program. 


Jerry A. McFarland was sented to imprisonment for a 
period of 5 years on the conspiracy count which was 
the only count on which he had been convicted. 
However, on the condition that Mr. McFarland be 
confined in a jail type institution for a period of 6 
months, the execution of the remainder of the sentence 
of imprisonment was suspended and he was placed on 
probation for a period of 4-2 years upon his release 
from confinement, upon the condition that he 
participate in a treatment program. Execution of the 
sentence of imprisonment was stayed until May 16, 

1977. ® 


(For additional information, see LR 7778 and LR 7892.) 





Litigation Release No. 7939/May 25, 1977 


SEC v. ARTHUR T. MUDD and BOBBY HODGES 
(W.D. Tenn.) Civil Action No. C-77-2304 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced the filing of a civil complaint for injunctive 
relief in the United States District Court for the Western 
District of Tennessee on May 19, 1977 against Arthur T. 
Mudd and Bobby Hodges. 


The complaint seeks a preliminary and permanent 
injunction based upon charges that the defendants 
violated the anti-fraud and municipal securities dealer 
registration provisions of the federal securities laws. 





Litigation Release No. 7940/May 25, 1977 


COMMONWEALTH v. DENNIS H. MARSHALL 
(Circuit Court of Alexandria, Virginia; Criminal Docket 


William L. Cowhig, Commonwealth’s Attorney for 
Alexandria, Virginia, Lewis W. Brothers, Director, 
Securities Division of the Virginia State Corporation 
Commission and Paul F. Leonard, Administrator of the 
Washington Regional Office announced that on May 
12, 1977, before the Honorable Donald H. Kent, Judge 
in the Circuit Court of Alexandria, Virginia, Dennis H. 
Marshall of Washington, D.C., pleaded guilty to both 
counts of a two count indictment charging the 
defendant with violations of the anti-fraud provisions 
of Virginia securities law in connection with his offer 
and sale of common stock and bonds of Producers and 
Consumers Cooperative Exchange. Marshall is a 
former Maryland state legislator. Judge Kent set 
sentencing for July 12. 1977. 


The indictment alleged that the defendant converted 
investors’ monies, contrary to representations to the 
without approval by investors. The indictment was 
based on information obtained in a joint investigation 
of this matter by the Commonwealth’s Attorney, the 
Virginia State Corporation Commission and _ the 
Securities and Exchange Commission. 


For further information, see Litigation Release No. 
7649. 


Litigation Release No. 7941/May 25, 1977 





U.S. v. ROBERT EDWIN BROWN, et al., 
(D. Ariz. CR-76-356-TUC) 


Michael D. Hawkins, United States Attorney for the 
District of Arizona, and Robert H. Davenport, 
Administrator of the Denver Regional Office of the 
Securities and Exchange Commission, announced that 
on March 14, 1977 Robert Edwin Brown, who had been 
found guilty on February 1, 1977 of ten counts of 
securities fraud and one count of conspiracy was 
sentenced to five years imprisonment and a $10,000 
fine by the Honorable James A. Walsh. Brown was the 
president and controlling person of Arizona-Florida 
Development Corporation, Buckeye Mines, Inc., 


Corona de Tucson, Inc. and other associated 
corporations that controlled or participated in the 
development of St. Johns Rivers Estates, Key Cedar 
Heights, and Ridge Manor Estates, all of Florida and 
Lake Mead Rancheros and Corona de Tucson of 
Arizona. 


For further information see litigation release nos. 7497 
and 7800. 





Litigation Release No. 7942/May 26, 1977 


U.S. v. WESTCO FINANCIAL CORPORATION, et al., 
(D. Colo. CR-77-158) 


Cathlin Donnell, Acting United States Attorney for the 
District of Colorado, and Robert H. Davenport, 
Administrator of the Denver Regional Office of the 
Securities and Exchange Commission, announced the 
return of an indictment by a federal grand jury in 
Denver, Colorado on May 12, 1977 charging Westco 
Financial Corporation, a registered broker-dealer of 
Denver, Colorado, Charles Julius Johnson, an officer 
and director of Westco Financial Corporation also of 
Denver, with violating the antifraud provisions and the 
broker-dealer reporting provisions of the Securities 
Exchange Act of 1934, as amended and Milford A. Sims 
of Cody, Wyoming with violating the antifraud 
provisions of the Securities Exchange Act of 1934. The 
indictment charges in four counts that in connection 
with the offer and sale of limited partnership interests 
in a land development the defendants violated the 
antifraud provisions of the federal securities laws. The 
indictment further charges that defendants Westco 
Financial Corporation and Charles Julius Johnson, in 
connection with the offer and sale of the securities of 
Westco Financial Corporation and the securities of two 
other corporations of which Johnson was an officer 
and director and which were associated and affiliated 
with Westco Financial Corporation, violated the 
antifraud provisions of the Securities Exchange Act of 
1934. In addition, the indictment charges that Westco 
Financial Corporation, aided and abetted by Johnson, 
filed an annual report on Form X-17A-5 for 1974 which 
contained false and misleading information concerning 
Westco Financial Corporation’s financial condition. 





é 
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